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PREFACE 


The present Tolumo includes fiome of the 
essays on Indian economic problems which I 
published in book form m 1919 and three 
papers on Indian prices, Indian currency and 
exchange m 1920 and the development of 
Indian industries which I ivrote for the 
WeltwirUchafthchet Archtv of Eiol. I am 
much indebted to the Editor of the Welt- 
wirtschafiUches Archtv for permission, very 
cordially given to mo, to use these papers for 
the purposes of this book. Tho papers 
on “ Protection for India ” and “ An export 
dutj on wheat ” are largely based on a state- 
ment on the Indian tariff problem which I 
submitted to the Eiscal Commission. 

I wish to take this opportury-ty for thank* 
ing Mr. Manohar Lai, ray old teacher, from 
whom I have received much encouragement 
and guidance in my studies. He read the 
entire manuscript of this book and criticised 
it, and at his instance I recast several 
passages. My thanks axe also due to my 
brother, L. Eaj Naram, who has assisted m 
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the collection of material and m preparing 
the manuscript for the press. To my fnends, 
Ihrofessors Chiranjiva li.1 and Bhupal Singh, 
my mdebtednees is of a special kind and 
cannot be adequately expressed m "wordB. 
They have helped me constantly in my -work 
and both the form and the substance of the 
present volume owe much to them. 


Maclagan Hoad, 

Lahore, > BBIJ NABAIN 
2st October, 1922 j 
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IMDIAN WEIGHTS AND HEASDRBS WITH THEIR 

BRITISH AND METRICAL EQUIVALENTS. 

A sicca tola » *99814 standard tolais=*3743 oz. 
troy (*4107 oz. avoir). 

A standard tola » *4114 oz. avoizdupoiss 
11*664 gtammes. 

16 chitt&oks 01 80 tolae » 1 (standard) 
eexss2*067 tijsss'933 kilgtamroes. 
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maund*a82'28d fts.*»87*325 kilos. 
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A mausd of wool « 82 lbs. = 37*195 kilosj=l 
tstaudard) maund. 

A bale of jute contains 400 IBs = 161*44 kilos 
= 5 toaund. 


INDIAN MONEY. 

8 pies— 1 pice. 

12 pies = 1 anna (— 4 pice). 

16 annas = 1 rupee. 

15 rupee (pre-war)'=l sovereign- 



Application 

OF TBE 

Principles of Economics to Indian Con ditions 


TCONOMICS IS a Western scionco in the sense 
that It has been dcTelopc<l by cstorn thmk- 
eiB. It 16, ho'wo^cr, sometimes said that it is a 
Western science in another sense also— that it is 
the science ol Western industiialism, oi of busi« 
ness as it is done in the manufacturing countries 
o^tbo West, and that its principles do not applj 
to an agricultuial countrj liko India Ihoso ^ho 
uphold this MC^ point out, in tho fust place, that 
Economics 10 based upon certain hjpotletical 
assumptions which aro not true in tho case of India, 
and m tho second place, that tho economic con- 
ditions of India aie widely diftercnt from thoso 
of European countries Tho question wl cthei tho 
principles of Economics apply to India is impor- 
tant, for if it can bo shown tl at they are 
inapplicable to our conditions, there would bo 
weiy little use in teaching such an Economics 
to oui students, and it would bo necessary to 
evolve a distinctively Indian Political Economy 01 
Economics 

In his essay on “Indian Political Economy,” 
V 7 hich ho wiote m 1892 , Jnstico Itai ado criticizes 
the hypothetical character of PolitiCFiI Economy. 
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Political Economy, he says, assumes man to b© 
Tvbolly absorbed m the parsuit of wealth and to be 
guided by self-interest in all that he does ; it 
assumes that the good of the society is best 
promoted bj the fre© pursuit by each individual of 
his own gam ; that the inilmdual is the best judge 
of his own interests , that all governmental inter- 
ference 13 necessaniy harmful and that labour and 
capital aie perfectly mobile These assumptions, 
Banade argues, are not true of any coimtiy, and 
in a country like India, “ they are chiefly conspi- 
cuous by then aosence.” In the following oft- 
quoted passage be describes the conditions which 
determine our economic activity —• 

"The family and the cast© are mote power, 
iul than the individual m deteimining bis position 
122 Ilf© Self interest in the shape of tbe desire of 
wealth 19 not absent but it ts not the only nor 
principal motor The pursuit of wealth is not 
tbe only ideal aimed at. There is neither tbe 
desire nor the aptitude for fiea and unlimited 
■competition except within certain predetermined 
grooves oi groups Custom and state regulation 
are far more powerful than competition, and 
status more decisive in its influence than contract. 
Neither capital nor labour is mobile and enterpris- 
ing and intelligent enough to shift from place to 
place Wages and piofits aie 6xed and not elas- 
tic and responsive to change of circumstances. 
Population follows its own law, being cut down 
by disease and famine, while production la almost 
stationary, the bumper harvest of one year being 
needed to ptovids against the nncertamties of 
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alternate bad seasons. In a'socioty so constituted, 
the tendencies assumed as axiomatic are not only 
inoperative but ato actually dcQoctod from their 
proper direction. You mi^^ht as well talk of the 
tendency of mountains to bo washed away into 
the sea, ox ol the valloja to fill up, or of the sun to 
get cold, as reasons for our practical conduct 
within a measurablo distanco of time." 

If the Political Economy which is taught m 
our colleges to-day is tho satno Political Economy 
which Eanade criticized a quarter of a century 
ago, and if tho India of to-day is tho same India 
which Banade has described so well in tho passage 
quoted above, then it may bo said without any 
hesitation that the principles of Econonuca do 
not apply to India and that we want an Econo> 
mics of oui own. But, as a matter of fact, both 
Political Economy and our country have much 
changed since 1802. 

Tho reaction against tho old Political Eco- 
nomy began long before 1892, and Banade in hia 
essay refers to it. Bagehot showed that some of 
the assumptions of that Political Economy wore 
true in the case of England, but of few other 
countYies. Glifie Leslie denied that labour 
and capital moved freely from one trade to 
another even in a country like England. Ho 
admitted that tho migration of labour and capital 
in the home trade and international trade has 
some effect on wages and profits, but he con- 
sidered this effect m both cases to be “ uncertain 
irregular, and incalculable.” He domed that 
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tbero wag an eqnihzation of wages and profits m 
the home trade which the economists of his time 
took for granted. He also denied that the desire 
for wealth was the only motive to wealth produc- 
tion. Hia geneial ixmclosion was that the econo- 
mic conditions of a cotmtry which determined the 
pioductjon, distnbntion and consumption of 
wealth were " the result of a long evolution in 
which there has been both continuity and change 
and of which the economical side is only a parti^ 
cular aspect oi phase.” For a proper study of 
the economic pioblems of a country the study o£ 
history and of the general laws of society is thus 
essential. 

Cliffs Leslie belonged to the historical school 
which has done so much to make political economy 
less hypothetical and moie practical Foonomics 
also owes much to socialistic criticism of the 
existing individualistic system of production and 
distribution. It 19 now generally tecognizod that 
the individual is not the best judge of his own 
interests in ail cases and that governmental in- 
terference 18 not necessarily an evil The state 
inteifeies frequently on behalf of the woiker, and 
uith the full approval of tbo evponents of Poli- 
tical Economy. The ” economi cman "who cared 
for wealth and Dothmg else, and who always 
knew what uas best for him, has disappeared 
from the text books of Economics. Economists to- 
day “ deal with man as he is,” not with an " eco- 
nomic man," that is, with a man of fiesh and 
blood, with all bis vamties, affections, ard impel 
fectiOns. Tie change m the ohaiaodei of Politi- 
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<al Economy is of great significanco for us. It 
means that the piineipics of tho scicnco aro loss 
anapplicable to Indian conditions nou than they 
"were a quarter of «a contur} ago. So long as 
Economics \\as based upon tho conception of tho 
/‘economic man,** it was easj for anj ono in India 
lo saj , “ India does not w ant this Pobtical Econo- 
mj. There are no economic men m India.” But 
our attitude to a science which professes to bo 
a studj of mankind in tho ordinary business of 
life ” must bo di&erent, unless, of course, wo have 
reasons for thinking that human naturo m India 
is differently constituted from human nature in 
the West. 

■^'o may now briefly describe the change 
“which has come over India during tho last twenty- 
five years India IS passing through a period of 
transition, econotnie as well as political. Our 
political progress during recent years has boon 
much more rapid than economic, but tho latter, 
perhaps, is of greater impoitance. Tho railways 
have broken down the isolation of tho Indian 
village and tho Indian village community has 
lost its self-sufficing character. Agriculture still 
remains the chief occupation of tho people but 
the number and impoitance of manufacturing 
industries is increasing. The progress of India 
in commerce and industry is reviewed m sub- 
sequent chapters. 

“Wages and profits” w’lote Eanade “are 
fized, and not elastic and responsive to change 
of circumstances.” It may bo doubted whether 
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wages, and particularly ptofite, were absolutely 
fixed m Banade’s time; at tbe present time 
neither wages nor profits are fixed. Since 1S92 
prices of all articles have tisen enormously in all 
parts of the conntry, with prices, wages, urban as 
well as rural, hare risen, though mote slowly, 
Tbe rise in wages, except under exceptional circum- 
stances favouring tbe wage-earner, is, as a rule, less 
rapid than that in prices. The increase in the pro- 
fits of agriculture has been enormous. Tbe great 
and general rue of prices and wages m India shows 
that the mfiuence of custom aa a determining 
factor in economic matters is declining Our 
prices and wages are sow for the most part com- 
petitive, not customary. Customary prices and 
wages lemam unchanged over long periods of 
time~-that is no longer tbe case with wages and 
prices in India. Thanks to the increase in tbe 
facibties of communication and transportation, 
the mobility of labour and capital has increased. 
Cash payments have taken the place of payments 
in kind in villages For example, the Punjab 
Wages Census of 1917 showed ttat purely gram 
wages were paid in only one per cent, of tbs 
reporting villages The development of the rail- 
way system, the increased use of money, and tbe 
spread of education, have all tended to break up 
jhe influence of custom. 

As regards the mflnenceof custom on wages 
Hr. Bannerjee says — 

“ Custom was the chief regulator of wages in 
India till the middle of the last centnry, Now*a- 
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days, howover, they are governed more by com- 
petition than by custom» but still they aro not 
go elastic and responsive to changes of citcum- 
stances as in Buropo or America. Thoductuations 
in the lates of wages aro slight — the deviations 
from the usual N\agc3 levels of anj particular 
locality are alwajs confined within narrow limits. 
In the to^ns, owing to the ever increasing demand 
for labour, competition has now established itself 
as the determining factor in wages, but m the 
country, especially in the remote villages, custom 
continues to govern the earnings of labour to a 
large extent. The economic theory that wages 
depend on demand and supply of labour la as 
true m India as elsewhere, but tbo law finds hero 
a limited scope for its operation.” * 

The reports of tho Wages Surveys taken m 
1911 and lOlC (in the Puniab m 1912 and 1917), 
however, show that the fluctuations in the rates 
of wages are not slight but considorablo. Custom, 
for the most part, has ceased to govern tbo 
earnings of labour, whether in tbo town or m the 
country. The law of supply and demand, tho 
reports of the Wages Surveys show, has plenty of 
scope for its operation m India. 

For a long time our rents woro customary 
and invariable. The existence of customary rents 
in an agricultural country whoro the people live 
in small isolated, self-dependent village commu- 
nities IS natural. But our customary rents, under 
the influence of changing economic conditions. 


A. Stud; of Indian Economies, p. 69 
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grfldB^lly becBiDa competitive. Mr. Badeo Povell 
says . — 

“But some years ago, the lonfca were §t]i2 
very mui.h customary rents, te., they did not 
represent anj thing like a competition lental 
yalue ot the soil As however time went on, this 
feature began to disappear , land came to be rpote 
in demand for a largely increasing population* 
the rents paid giaduatly became more ji,nd 
more pioportionatatotheraa) \alua and advantage 
of different soils in different situations.’’ * 

Competition for land and with it the rebts, 
m fact, inccaasod to suoa an extent that tha 
Government had to interfere on behalf of tbs 
poor tenants The object of the tenancy laws is 
to limit the operation of the law of supply and 
ffemand in tejiacd to land. 

The applicability of the Bicardian docttme 
of rant tO Indian conditions has bean 
and it IS asserted that rent foims part of prices 
m India The Ricardian doctnna of rent la Very 
simple Briefly, the rent of any land, aocoidingto 
Ricardo, is a surplus above costs of cultivation 
on the marginal land — ^it measures the differential 
advantages which the land m question enjoyg 
over the worst land contributing to the supply 
at the time It is difficult to understand how 
this doctrine does not apply in the case of India. 
All lands in India aie not of the same degree of 
fertility and all are not equally desuable from the 
situational point of view. It follows that the yield 


Land HeTeoae ta Bnti«2i India, p 180< 
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•of some lands must be greater than that of others. If 
the yield of an acre of land A la greater than that of 
B, taking both situation and fertility into account, 
and^tne difference between the yield of A and B 
is 50 maunds, then 50 maunds w'lll be the lent of 
A, supposing B to be the marginal land which, 
in view of the demand for the produce of land, 
jt is just worth while to cultivate. Now it is a 
matter of indifference whether this 50 maunds is 
Tetamed by the cultivating tenant of A, or whether 
any portion of it, or the whole of it, is taken 
away by the landlord or the Government. The 
50 maunds is the rent of A, in whatever manner it 
be shared between the tenant and the landlord, or 
between the tenant, the landlord and the Govern- 
ment. How 13 the Kicardian law of tent inapplic- 
able here ? If competition among the tenants is 
keen, the whole of the rent may bo appropriated 
by the private landlord, or if the tenant holds 
land directly from the State, the exacting State 
landlord may demand the 50 maunds as rent. 
Tn India the Government has by law limited the 
amount of rent which private landlords can 
demand from their tenants. Suppose the landlord 
•cannot take more than 30 maunds out of the 
surplus ; the remaining 20 maunds of the surplus 
will be retained by the tenant. The 30 maunds 
which the landlord has received may be now 
•divided in any proportion between the landlord 
and the Government. 

Custom cannot abolish rent ; it only affects 
the division of it between the tenant and the 
•landlord. Bent would still exist even if com- 
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petitjon among the tesaots were wholly non- 
existent. The only difference between customary 
and competitive rents is that, m the one case, the 
greater portion of the mcome from the land is 
retained by the cultivators, while in the other, it 
goes into the pockets of the landlord The amount 
of the income derived from any piece of land 
must depend, whether rents are customary or 
competitive, upon the differential advantages in 
production which it enjoys over the worst lands 
in cultivation at the same time. Further, whether 
rents are paid by the tenants in kmd or m money, 
does not affect the zuais principle. 

Professor Gilbert Slater of the University o£ 
Madras published in 1916 the first volume of an 
estremely interesting study of the economic 
conditions of some South Indian villages The 
investigations, m most cases, were made by 
Indians under the direction of Professor Slater. 
Among other things we learn that the amount of 
rent paid for land in these villages depends upon 
the nature of the land. In the village Dusi in 
the North Arcot district, we are told, the rents 
paid by the tenants ate always m kind When 
the landlord supplies everything and the tenant 
supplies labour only, the landlord takes five- 
sixths of the produce. 'When the tenant supplies 
everything and cultivates the land at bis ovra 
cost, the landlord takes less. "What is important 
for our purposes is the fact that “the amount 
of rent vanes according to the fertility of the 
land." In Palak Kuncbi village m the Tanjore 
district, “Sent is lavanably paid m kmd, the 
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rate -varying according to fertility, facility of 
irrigation and convenience." In tho ThettupaUi 
village in the Chittoor district the rent for tho 
dry land is Es. 1-5-2 and for the wet land 
Bs. 2-11-0 per acre. 

Again, it 18 difficult to see why rents founded 
on custom should form part of tho price of 
agricultural produce while competitive rents do 
not. If rent is a surplus above cost, it cannot 
affect price, wehther the amount of rent is fixed 
by custom or competition. 

In the view of Justice Banade also rent forma 
part of price m India — not, however, because our 
rents are founded on custom. He says 

“ The Eicatdian theory that economic rent 
does not enter as an element of price, admittedly 
does not apply when all occupied land baa to pay 
monopoly tent to the state landlord. There is no 
competition among landlords in this country, for 
there is only one true landlord, and the so-called 
land-tax is not a tax on rents proper, but fre- 
quently encroaches upon the profits and wages of 
the poor peasant, who has to submit perforce to 
a loss of status and accommodates himself to a 
lower standard of life as pressure increases.’ 

It may be questioned whether the State in 
India IS the universal landlord. As Mr. Baden 
Powell says, the State is the immediate owner* of 
particular lands, and of all waste and unoccupied 
land. But as regards cultivated land in villages 
and estates, the State is not the oivner — “the 
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'utmost it dooa js to regard fcbo laud as b)pothe- 
cated to itself as security (in the last leaort) for 
the laud revenue assessed on it.”* Mi. Baden 
Powell’s view la that the laud lovenuo may be 
legaided as a tax on agiicultutal incomes. Wtere 
the State lecoives the land levenue diiectly from 
the cultivator, the tax according to the official 
view, does not exceed 50 percent, of the “net 
assets ” o£ the estate, which aie defined as “the 
average surplus which the estate may yield after 
deduction of the expenses of cultivation including 
profits of stock and wages of labour ” Where 
the State deals with the cultivator through a 
landlord, it takes about half of the rent received 
by him. If we accept the official view as to the 
moidence of land revenue on rent as correct, then 
the amount taken bv the State is merely a certain 
■portion of the surplus produce of the land, and 
the tax does not encroach upon the profits and 
wages of the cultivator. If the official view is 
ancoirect, then it only means that the State takes 
more than the surplus, and the price of corn 
must use The Bicardian law of rent docs not 
say that if a tax is imposed upon the rent of land 
which exceeds the amount of the economic rent 
and encroaches upon the normal profits of the 
cultivator, the price of corn will not be affected. 
The Eicatdian theory of rent is concerned simply 
with the surplus above cost, and if it is a tiue 
fiuiplus, a tax of even 100 per cent, on it would 
not, directly, affect price. 

* IiADd B«Yeave lo Bittub ladia, p 49 
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It can, ho^^ever, be aigued that if there were 
no tas, the cultivator wonld have some surplus 
money, which he might invest in agricultural 
machinery or in improving his land. The supply 
of corn may thus increase and its price fall. The 
remission of the heavy tax on agricultural incomes 
may, indiiectly, affect the price of corn, provided 
the landlords make use of the revenue lehnquished 
by the State to increase the productivity of the 
land. 

Another theory which is said to be inappli- 
cable to Indian conditions is the Ricardian theory 
of value. As regards the effect of increased cost 
of production on prices in India Mr. Datta of tho 
Prices Enquiry Committee says — 

“ It IS true that ]ust as a rise of prices leads 
to a use in the cost of cultivation, so does a 
rise m cost of cultivation m its turn, ordinarily 
react on the price level and cause it to rise. The 
circumstances of India are howeioi exceptional 
in this matter. The Indian cultivator is geneially 
uneducated and incapable of forming any estimate 
of his cost of cultivation. Himself and the whole 
of his family are genoially employed either on 
the field or in tending his cattle, and he hardly 
ever realizes ■nbat he would have to paj if he 
had to employ hired labour foi his work. He 
is content so long as his fields and his cattle 
bring him the bare means of subsistence and 
enable him to pay the rent of his lauds. His 
lands have a special interest to him, and when 
ne finds that the yield of bis fields is not sufficient, 
he does not hesiteto to tun into debt to ptorida 



14 IND[A)I POUUCAL eCOKOUV. 

himself "With his necessities, the most important 
of which are the moans of cuttivatm^ his lands, 
to which he sticks as long as he is not compelled 
by bis creditors to part with them. Thus, m 
India, it 18 not the producer who fixes the price 
of his produce aftor calculating the cost of pro* 
duction, but it is the competition among tho 
puichasors, or, m other words, tde demand which 
regulates the price. Tho cost of cultivation has 
not, therefore, much infiuonco on prices in 
India."* 

Dr. Marshall has coiuparod the effect of 
utility and coat of production on value to the 
action of the blades of a pair of scissors in cutting 
a piece of paper. Both the blades are wanted 
for cutting , the scissors, would not cut if it con- 
sisted of only one blade. True, the upper or the 
lower blade may bo hold still while tho cutting is 
effected by moving the other, but both tho blades 
must be there. Mr. Datta’s view that tho Indian 
cultivator is incapable of forming any oatimato 
of his costs of pxc^uction, and that prices m India 
are regulated by demand, moans that the cost of 
production blade of our pair o* Bcissors is practi- 
cally useless. But Ivery much doubt whether tho 
Indian cultivator, though illiterate, is as ignorant 
ns Mr. Datta imagines. He does not, as a rule 
keep accounts, but in moat cases he knows 
approximately what the expenses and profits of 
cultivation wiH be. Ho knows which crops are 
■more profitable and which lees. In some parts 

* Report on tho Enqmr* into ti>« Riso of Price* in Indis, pp. 

7r.78. 
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ot the country there has been some substitution 
of non-food crops for food crops. How cad 
a farmer decide to grow cotton instead of wheat 
if he IS incapable of forming any estimate of the 
costs and profits of cultivation in the two cases ? 
Professor Slater’s “Economic Studies" referred to 
above, throws some light on this point. One of 
the subjects of investigation was the cost of culti- 
vation per acre ot wet, dry and garden land. 
’The book gives many estimates of costs and profits 
of cultivation ; in some cases these estimates were 
obtained from villagers. “ X was able to get the 
actual cultivation account of a person who owned 
l'&2 acres of the best land in the village (Oopa- 
iasamudtan— Tinnevely district) which was woith 
Rs. 6,325’’,* says Mr. K. Bama Chandram. The 
estimates of the costs and profits of cultivation 
m the Gangai Kondan village were obtained 
from the villagers; a cultivating landowner — a 
Brahman — ^was able to give an account of the 
cost of cultivation of his three-acie farm. Mr. 
K. S. Narayan Murti gives an account of the 
expenditure for ten acres of an average ryot, 
■obtained from four ryots of tho village Vunagatla 
in the Kistna district. Many other such instances 
could also be given. It would be queer indeed 
if our cultivating farmers did not know anything 
about costs and profits of cultivation. The 
very fact that they substitute one crop for another, 
according as some prices rise and others fall, 
shows that they are not so simple as we may be 
disposed to regard them. 


p ill 
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Cost of production influences price by IimitiDg 
supply. If puce is greater than cost, supply- 
increases , if it tends to fall below cost, supply 
contracts Every one knows that with the in- 
crease in the esteznal and internal demand for 
food and other raw produce, and the consequent 
use of price", the area under cultivation has 
increased Inferior lands have been brought 
under cultivation, and the yield of these inferior 
lands has, to some extent, lowered the average 
yield of land per acre Again, while discussing 
the probable effects of the imposition of an ex- 
port duty on food grams, Ur. Dntta Ba>6 that if 
prices fell it nould no longei be profitable to 
cultivate the infenoi lands which would then soon 
go out of cultivation and theie would be a per- 
manent decrease in the produce of food grams 
in India, and in consequence a use in Ibe prices 
If the area under food grams mexeases or decieases 
according as the profits of cultivation increase or 
decrease, how can it be said that cost of cultivation 
has not much influence upon prices in India ? 
T1 e profits of cultivation depend upon the 
diffeience between maiket prices and costs. A 
use in the coets of cultivation dimimsl es profits 
in the same waj as a fall of prices The nigber 
the costs the lowei is the profit, price remaining 
the same If costs of cultivation rise owing to the 
scarcity of labour and plough cattle, unless puce 
rises, it -will Ceeome unpiofitable to cultivate "ome 
lands Mr Datta admits that if the puces of 
food grains fell on account of the imposition of aa 


♦Eejort on the Eoqairy into tie Haent Fnees in Indiu, p B8 
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export dutv, the supplj o£ food giams would 
decrease But it cannot decrease if our farmers 
are incapable of forming any estimate of cost of 
production and if tney would go on cultivating 
then lands as before whetjei price was greater 
or less than cost 

There is also an indirect relation between the 
cost of production of one food gram and the price 
of anotner If foi example the cost of production 
of wheat pei acre, as compaicd with the price of 
wheat, IS low, wmle the cost of production of, say 
barley, as compared with its piito, is higher the 
area under wneat will tend to increase at the 
expense of tnat under barley Tr>© shortage in 
the supply of barely as compaied witl the 
demand, will cause its price to rise 

It must however be admitted that our inter 
provincial trade seems to conform moie to the 
law of comparative costs than to that of cost of 
production Ti e tendency to substitute non food 
crops for food crops implies tl at in each province 
there is some competition between the different 
branches of agriculture and that they do not form 
water tight compartmonts The mobility of 
■capital and particularly of labour, however, be- 
tween the different provinces seems to be small, 
though statistical material for a proper scientific 
study of the question does not exist India is a 
large country inhabited by difieient peoples, 
speaking different languages professing different 
faiths and differing from one another m many 
•other respects It iff not surprising that the 
mobility of capital and labour between the different 
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provinces is small. Even in a country like Eng- 
land it would ba wrong to assume that capital and 
labour move easilyandqmckly from one trade to 
another. 'U’e have also to remember that accord- 
ing to an English authority on the subject, trade 
between England and Ireland is " rather interna- 
tional than national, even though some important- 
features of ‘foreign trade’ are absent,”* Simi- 
larly the different provinces of India may be 
regarded as so many different ‘nations’in the 
economic sense of the term; the trade between 
them is international rather than national 

The term ‘ Indian Economics ’ has come into 
general use in India bot the connotation of th» 
term is vague and indeffniie. It is very often 
eaid that the pimciplea of Economics are "abso- 
lutely inapplicable” to Indian conditions, and a 
demand is made for an "Indian Economics” 
whose principles would apply to India The 
demand, as we have seen, is partly due to a miscon- 
ception of the true character of present day 
Economics Theie is only one science of Econo- 
mics and it IS based on the fact that human 
nature everywhere exhibits the same characteristic*? 
and that the chief impulses which lead to pro- 
duction, consumption, exchange and distribution 
of wealth are the same in all countries. It is, 
of course, not implied here that a tariff policy, or 
a tax system, or currency arrangements which 
are best adapted to tLe needs of one country,, 
must necessarily be the most suitable for anoti er 
country. It is also not suggested that there are 

• tablo’s fntfinatioo*! Trade, p II 
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no differences in the economic organisation of 
■various countries. As a matter of fact, such 
differences may be found to exist in different 
parts of the same country, Bombay and the Punjab, 
for example. The claim, however, for a separate 
Economics for each coimtry would only be justi- 
fied if it could be shown that the analysis of 
economic motives and the formulation of economic 
uniformities, which make up the science of 
Economics, possess only a local, not a universal 
value. 

Again, it le sometimes said that opinion m 
India on such questions as the nature of land 
revenue, fiscal policy, currency reform, attitude of 
the State to mdustries, is sharply divided, the 
non official view being generally opposed to the 
official view, and that “ the trend of economic 
thought m India is slowly hardening into a 
school ’’ In this sense Economics m India may 
bo divided into an “ Official Economics ” and 
a “ Non official Economics.” But so fai as the 
present writer is aware, no claim has ever been 
made by official writers tnat they form any kind 
of ” school, ” and as for the ** Non official school 
of Economics, ” it comprises many different, and 
sometimes mutually contradictor;;’ opinions 
many different economic problems of ^ndia. In 
this sense it would be more correct to s rk, not of 
one but about a dozen “ 8choCfi>i^„.„„ , Indian 
Economics 
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collecting facta relating to Indian economic bfe. 
One of the most inteieatiDg books dealing with 
Indian economic life ig Professor Slater’s “Econo- 
mic Studies ” Studies of tfaia kind show fiow the 
laws of Economics work m India- It should not 
be supposed that they wilt, some day, become the 
basis of a new science of Economics , then chief 
value consists in explaining and illustrating the 
operation of economic laws m India “ Indian 
Economics ” thus means a mass of statistical and 
other material which would be of invaluable help 
in the solution of Indian economic problems It 
does not mean a science with pecuhar laws or 
principles, or any proposed solutions of Indian 
•economic problems, or any new method ox 
methods of dealing with them 



Indian versus ■Western Industrialism 

It has been explained that India is slowly 
changing. The industrial India of to-day is not 
the same as the India of ilanado’s time ; as com- 
pared 'nith the state of things 50 or bO years ago, 
the change Tvould appear to be sUll more remark- 
able. The economic transformation of India has 
begun. Labour and capital are concentrating in 
factories, competition between steam power and 
hand porver is increasing. The conditions of life 
and work m some of our large towns already 
resemble those of the industrial ton ns of the West. 
Industrialism has also brought in its tram indus- 
trial disputes. Its good as well as evil effects are 
beginning to be felt. As yet, however, the 
nomic revolution has affected only a small pcyiidon 
of the industrial field. Agriculture, .';'*'4^Teat 
industry, lemams unaffected. M *- o j'^anufac- 
turmg industries use hand power ; th^'^^j^eaver is 
flourishing. But what is to be India’s? industrial 
goal ? Will it be capitabstic farming land capi- 
talistic industry as m the West ? If so, woluld the 
change be for the better ? Or shall we, for a\ long 
time to come, lemam, as we are now, a 
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organization and eocial environment, together 
•with the moral qualities on which they are based, 
are fundamentally different from those of the 
West. The more impoitapt points of contrast 
bet'ween Indian and Western mdustiialism, as 
indicated by Professor MuLerjeo, aie given below. 

1. “ The Western people’s attitude to-wards 

thft of vjttnto vs different They believe 

in the multiplication of wants. A higher social 
position in the West implies a higher grade of 
comfort, luxuries and conventional needs. To the 
Indian, on the other hand, there is only one plane 
of living, one standard of consumption m theory. 
In India, comfort, and not lu-xury, is sought for, 
and the ideal of comfort is the same for all classes 
in society. The same ideal of plain living and 
high thinking dominates all. The respect for man 
as man, and for the ideal of self*denial as the 
means for the realization of God in man, the 
two striking characteristics of the Indian outlook 
of life, have their influence on the system of 
industry.”* Again, 

“ India can never -wholly lose her discipline 
of the limitation of wants and the concentration 
of activities for the development of the soul. To 
India, the mystery and grandeur of the limitless 
vistas of the development of the soul are far more 
inspiring and fascinating than the mastery over 
external physical nature.” + 

2 . The Indian economic organization is 
based on land, and the land basis is ‘ eupsychic.' 

•Ibid p S24 
flbid p 4d6 
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Agriculture " is a school of tha virtues of sobriety, 
forethought and mutual helpfulness. Success in 
agriculture impliea only the exploitation of nature. 
Urban economic prosperity, on the other hand, 
13 based on the exploitation of man. Bural economy 
prevents the waste of friction due to the conflicts 
of interest among individuals and groups, and 
brings about social harmony in industry. The 
land as the basal factor of economic life is the 
best insurance against class waifare and tbs 
consequent economic instability due to the irregu- 
lar and inequitable distribution of income. That 
IS eudemic." * 

In the Indian industiiat woild theie are no 
disputes, strikes or lock-outs, because leie man 
IB not engaged m exploiting man. "The middle- 
man, the trader or the money-lender in their 
dealings with the craftsman are always straight- 
forward. They do not exploit the labourer but 
maintain him. The craftsman looks towaids 
them with due reverence. Indeed all the relation, 
ships which are entered into in the industrial world, 
e y., between debtor and creditor, employer and 
employed, mastei, artisan and apprentice, aitisan 
and tradei, landlord and tenant, and their les- 
pective duties and obligations, call for a perpetual 
exercise of the social virtues and humanities.” t 

3. “ In the West,” says Professoi Mukerjee, 
"the problem of distribution la subordinated to 
ttio problem of the production of wealth.” In 

*/bid p 32? 

tlbid p 435 
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India it IS otherwise. “India is much more busj- 
with the problem o£ the distribution of wealth than 
with the problem of production. What i^ealth 
she produces she attempts to distribute equitably" 
amongst all classes of society, and this is the 
object.which her socio-ecOnooiic institutions like the 
pint family and caste, her system of land tenure 
and law of inheritance, her social and ethical 
ideals, seek to achiere ’* * 

Western industrialism being unsuited to 
Indian conditions, India will follow her own line 
of economic evolution. Thei© will be no con- 
centration of labour and capital in a few large 
cities as m the West, lodustiies mil be earned on 
in villages as well as in towns. Cottage industries 
will be strengthened and fuithei developed. 
Manufacture will be combined with agriculture. 
The small peasant proprietor will not disappear ; 
he will, on the contrary, find his position 
improved In the ideal state of things each 
family m the village will be more or less self- 
supporting Each will have a small plot of land 
and two 01 three looms driven by motor or 
electric power That is how Professor Mukerjee 
proposes to combine agncultuie with cottage 
industries. 

Professor Mukeijee’s desciiptiou of Indian in- 
dustiialism is more oi less idealistic. It does not 
correspond to facts The motives to economic 
activity in India are essentially the same as those 
which operate in Western countries, though Pio- 
fessor Mukerjee thinks they are radically different 


•Ibid p 333 
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Human nature here J8 fundamentally the same 
as lu the West. Piofeasor Mukerjee contrasts the 
limitation of wants ■nbich Hinduism preatjhes 
with the multiplication of wants in the West. 
How far is the limitation of wants practiseti jn 
India ? It IB true that many people m India aie 
satisfied " if they can get a moisel of food twice a 
day without being borrowers to anybody." Their 
contentment, wnich Piofessor Mukeijee asciibes 
to racial habit, la largely the outcome of poverty. 
It would be interesting to know the number of 
people possessing wealth and property who strive 
to realize " the ideal of self'denial as the means 
for the realization of God in man." Far be it 
from me to deny that there are many noble laea 
and women m India who do not cate for wealth. 
Such men and women are to bo found in every 
country. Economics is not directly concerned 
khp pjist 

majority of the people m every country in whose 
case the desire for wealth is one of the strongest 
incentives to activity. It cannot be domed that 
in this desire for wealth the vast majority of the 
people of India, of every tuition and of every 
class of society, find the mam spring of tVjeir 
•activity Theie is only one piano of living, (me 
standard of consumption, in India, says Professor 
Mukerjee , but "in theory," as he is careful to 
add. As a matter of fact, there are many planes 
■of living and many standards of consumption m 
India- The ideal of plain living and high think- 
ing does not dominate all, it dominates a few 
individuals here and there. Professor Mukerjee's 
■view seems to be that our economic organizatton 
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IS, somehow, spiritualistic, while that of the 'VN'est 
IS materialistic. But it may be doubted whether 
an average individual in India, engaged m any 
industry, wnether agricultural or manufacturing, 
18 much more spiiitualistic than an average in- 
dividual in the West. It 19 all very well to talk 
about “ the limitless vistas of the development of 
tne soul,” in which the Indian is supposed to find 
his source of inspiration, but one should not foiget 
that this kind of talk is unpractical, and that it 
does not help much m the solution of the real 
problems of the country. 

Professor Mukerjee thinks that m our system, 
based as it is on land, there is only exploitation 
of nature by man, and no exploitation of one 
class by another. Again he ignores facts. How 
does the absentee landlord of Bengal live? What 
work does he do ? What about the maprity of 
the Talukdars of the United Provinces, and the 
rent receiving classes m other parts of India ? 
Again, while it is true that the rise of prices has 
enriched large cultivators, it cannot be denied 
that agricultural labourers have not shared in 
their prosperity. On an average the unskilled 
agricultural labourer earns about eight annas 
daily ; m some parts of India he earns much less. 
The rise of prices has reduced his real wages. 
While he has helped to make the foitunes of large 
cultivators, he himself remains sunken m poverty. 
Is he not exploited by those who employ him ? 
Thera are no strikes and lock-outs in the agri- 
cultural industry, not because there is any “ real 
concrete equality between man and man in the 
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Indian economic organization," but, because 
out labour is not organized If organizations o£ 
agvicultural labouiers and lural artisans 11610111 
eiistenoo at the present time, their irages would 
not have boon ao low as they are It is iirong 
to think that there is no conflict of mtoiosta in 
the Indian sjsteiD The landlord cannot do 
Without the labourer, dm can the capitalist 
employer do without the factory hand And yot 
wherever labourers work for a master, whether 
in the factory or in the field, a conflict of interests 
arises and exploitation begins It mil bo said 
that the number of labouiets iti India, whether 
urban or nual is comparatuoly email, and that, 
for the most part, people heie work on thoir own 
account That is tiuo enough, but we are m no 
case justified m ignoring tl o Indian labourer->'ho 
foims part of our population and he is the poorest 
member of our community 

Wealth is produced in India by a large 
number o! men each working independently^ 
“It IS tho production ol wealth by free men " 
This system has its advantages os well as its 
defects The a^er 3 go size of ttio holding in India 
13 small The resources of the Indian cultivator 
are small and bis power to make improvements 
IS very limited Almost ovorj small cultivator is 
in debt A Punjabee cultivator, when asked about 
tho cause of his indebtednosa, replied that he had 
to repau his Kucheha rouse How can you expect 
a cultivator who has no money to repair bis house, 
to make impiovemontB ? Ha cannot buy agri* 
cultural maoiunory and ho cannot tiy experiments. 
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“Wealth IS produced m India by fiee men, but 
the amount of wealth that is produce^ is small. 

Nor IS the Indian economic organization so 
stable as Professor Mukerjee seems to think “The 
Indian economic system nevei gets out of joint 
Economic disasters are unknown in India ’ One 
wonders if Professor Mukerjee is talking about this 
India of ours or some other India which his own 
imagination has created Agiiculture is the most 
precarious of all industries, since it depends on 
an uncertain rainfall Out economic system gets 
out of joint very frequently indeed A famine 
18 an economic disaster and famines are only too 
common in India What Piofessor Mukerjee means 
by saying that out economic eistem is to be le- 
garded ‘ not as the tempoiary equilibrium of 
iiTal forces, but rathei as the peimanent equili- 
brium when motion and energy aie roatiicted 
in then operation in their proper spheres," is 
difficult to understand Theie aie, of course, no 
strikes and lock outs m the agricultural industiy 
because of the absence of combinations of labour 
and capital, but a study of the history of Indian 
famines would show how very unstable the 
equilibiiura of economic forces is m India Capital 
may pursuade labour to work by reducing the 
number of hours of work, or by offering a higher 
monetary reward for labour. But nature cannot 
be persuaded to work when she is not in the 
mood. Two or three famines, following close 
upon the heels of each other, would absolutely 
rum the cultivator and reduce the rural labourers 
to beggary. It is this instability of the Indian 
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econonnc organization which is the chief causo o£ 
the instability of Indian finance. 

It IB inteicstmg to leain that the Indian 
craftsman is maintained, not exploited, by his 
friends, the money lendei, the middleman and 
the trader. The ciaftsman looks towards the 
money-leudei “with due laverenco,” and the 
raonoy lender, we suppose, loves him as a brothei. 
"Why 19 so much written about rescuing the 
craftsman from the clutches of the money lender 
when the mono) •lender maintains the craftsman 
and the craftsman looks towards the money* 
lender “with duo reverence”? According to 
Professor Mukerjee, there is no exploitation of one 
class by another in the Indian system, but he 
must know that the rat© of interest chaigod by 
money lenders, in many places, is as high as Sh, 
48, or oven 60 per cent Theie aie many methods 
of exploitation besides wage slavery 

In what sense can India bo said to be more 
busy with distribution than production ? Not in 
the sense that there is any leal equality of wealth 
in India An equitable diatiibution of wealth docs 
not, of couiso, mean equality in distribution, but 
if wealth weie moie equitably distiibuted among 
all classes of the community we should hear less 
about Indian poverty than we do Not tint India 
18 not poor Ti e official estimate of tbo average 
annual income per head of the whole Indian 
population in 1698 was only J£2, oi 2^ rupees 
monthly Accoiding to Piolossor falatei of Madias 
the income per head has increaaed, his own 
ostimato of the average mcomo per head in 
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Madras, iij 1916-17, is Bs. 72. Assume that the 
average income per head £oi the whole of India 
has risen to Bs. 72 annuallj, or six rupees 
monthly. In oider that the average should bo 
Es. 6, if many earn more than Es. 6, many moie 
must earn less than Bs. 6. Inequality of income 
causes inequality of wealth. Before any one 
would persuade us to believe that the present 
distribution of wealth in India is equitable, he 
would have to convince us that the inequality of 
incomes in India is in all cases due to ]U8tifiable 
causes. 

"We have tried to show that the motives 
which lead to the production of wealth in India 
are the same as m the manufacturing countries 
of the West , that there is the same inequality 
in the distribution of wealth in India; that there 
IS the same exploitation of labour by capital, and 
that the economic organization of India is even 
more unstable than that of a manufacturing 
country. We should cease to think that the 
Incian system, since it is based on land, 
is superior to the "Western, or that our sytem is 
founded on justice or equality while the "Western 
18 based on exploitation and iniquity. Professor 
Mukerjee describes m his book the appalling 
poverty of the labouring classes in the West. Is 
the labourer in India, whethei urban or rural, 
more prosperous ? The labourer in England or 
America is far better housed, fed, clothed and 
educated tlian the Indian labourer. Theie is un- 
employment in Western countries, but the amount 
of this unemployment IS small as compaied with the 
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^)ne^lployment caused by a single famine in India 
It maj also be pointed out that labomors in India, 
being spiead over the wbolo country ^iillfindifc 
difficult to combine Tiade Unions aia easily 
formed in a luaDufactniing countrj for in such 
a country labour 13 concentrated in towns Trade 
Unions have done a good deal both diiectly and 
indiioctlj to improve the conditions of labour lha 
piosition of the craftsman in tho domestic system of 
industry 18 generally not a happy or a coinfoit 
able one He depends on the money lender and 
the middleman and mote often than not ha is 
exploited by botn As tho craftsmen %M5ik m 
their homes it is impossiblo for them to ki ow 
as much about puces wages and the conditions 
of t] e niaiket as tho middleman A clover trader 
can easily pUy off ono craftsman against anothei 
Tho sweating system le tho product of the domes 
tic organization of industry It cannot flourish 
whore a laige number of labourers work together, 
ns in a manufactming town 

Machinery it is said dehumanizes labour 
It makes work mechanical and has a nairowmg 
effect upon the mind of tho worker It may be 
argued on the other hand, that with tho intro 
duction of machinery the demand for skilled 
labour has increased that some machinery i3 
highly intricate and roqu res a high degree of 
intelligence mental alertness and lesourcefulness 
on the part of the operative. The objective gams 
.of machinery are immense Hours of wotk in 
all trades lu all manufacturing countries have 
bocomo shorter Means are being devised for the 
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Bettlement of industrial disputes without recourse 
to stiikes and lock-outs. Attempts are also being 
made to make mdustiial towns healthy and beau- 
tiful Altogethei the labourer in Western 
countries has not much to complain of. 

Those of U3 who ate opposed to Western 
industiialism and want India to puisuo hei an- 
cient line of economic evolution, should remember 
two things fiistljjthat an agricultural country 
moans a pooi country and that the growth of 
civilization with all that it implies depends upon 
the growth of town life, which, m itsturn, depends 
upon the growth of industrialism, and secondly, that 
the days of India’s economic isolation erelong since 
over, and that international competition will force 
her, and is foicing her, to adopt Western methods 
of production, whether she likes it oi not The 
economic futuie of a great countiy cannot bo based 
upon band weaving and hand spinning, when other 
countries with which it competes have increased 
their productive power a thousand fold by the 
use of complex machinery It is also useful to 
remember that, as shown by the war, our bank- 
ing and currency system, our credit organization 
and our markets are bound by the closest ties 
with those of other coimtries The connection 
■of India with the Western world is a fact of great 
economic importance It is essentially wrong to 
think that methods of production and forms of 
economic organisation under which we prospered 
•four hundred years ago are, for that leason, the 
most suitable to-day. The economic salvation of 
India lies in the gradual assimilation of what is 
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best ID "Westeiu iDduatrialism and in the adoption 
of metnods of production >\hich universal ex- 
periesce has proved to be the most scientific and 
economics}, and of foizns of business organisation 
which would bung her tnoie into line with West- 
ern countries. 



A General View of Indian Prices 


In his interesting work “ Stabilizing the 
Dollar ” Professor Fisher compares Indian pixes 
■with English prices from IbOl to J9X2 in order to 
show " that when a countiy shifts from a gold 
to a silver standard, and from a silver to a gold 
standard, as did India, its price movements shift 
like’Wise He hods that there was some simi* 
larity between Indian and English puces m the 
periods Ibbl to 1873, and 1894 to 1912, but little 
similarity m the period lb74 to 1893, tt e chief 
exceptions being the years 1874 to 1878, when 
the two curves show similarity instead of dis- 
similarity, and 1894 to lb99, when the curves 
show dissimilarity instead of similarity. 

From Ibfal to 1873 European prices were 
rising. The use in fact commenced much earlier, 
in lb49. It as chiefly due to the great increase 
in the world’s gold supply, consequent upon the 
discoveries of Australian and Californian gold 
fields. The rise of puces 111 India v^ as due to the 
large influx of silver "vihich began about the time 
of the Mutiny, and which the cotton famine caused 
by the American "War of Secession stimulated- 
^phe opermg of the Suez Canal, which linked 



86 


A GUKeHAL TMW QT IjrDIiK PgtCES 


Indian markets more closely with the markets 
of tb© world, also tended to raise puces. In 
particular years, as 1864, 1866, and lSb9 th© rise 
was accentuated by {arame. The rise of the index 
number from 93 in 1868 to 115 m 1806 was due 
to famine. Tne famine of 1869, again raised the 
index numbei from 98 in 1868 to 105. 

A heavy and almost continuous fall in Euro- 
pean prices commenced in 1873, which lasted till 
1896. During ti .13 period the gold price of silver 
also fell heavily. How did tha fall in gold prices, 
and paiticulary the fall in the gold price of silver, 
affect Indian prices ? 

The table given at the end of the chapter 
shows t.'e movements of Indian and English puces 
from 1373 to 1835. With certain exceptions the two 
movements were similar. During tne whole of this 
period Indian prices were gradually falling. The 
exceptions are the years 1677‘7S, when Indian 
prices rose on account of famine, while the index 
number of English prices registered a fall of 7 
points. There was also a small rise lu 1874 and 
again in 1884. On the whole prices fell, the 
amount of the fall in 1885, as compared with 
the year 1873 being 13 points. 

A fall in the gold value of silver must affect 
the prices of commodities, which enter into m- 
ternational trade, in gold and silver using 
countries. If gold prices remain constant, then 
silver prices would rise, for, except during 
a snort period, the silver price of a commodity 
m a silver-using country, and its corresponding 
gold price in a goU-tising country cannot 
differ by more than the cost of transporta- 
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tion bet^\een the two coantiies. If, while 
the gold price of silver was falling, gold puces in 
England had remained stationary, puces in India 
would have been foiced to rise. But gold prices 
fell with the gold price of silver. In such a case 
adjustment takes place either by silver prices 
remaining contstant while gold prices fall, or by 
some degree of fall in both gold and silver prices. 
Silver prices would particularly tend to fall if the 
degree of the fall in gold prices was greatei than the 
degree of the fall in the gold price of silver. Now, 
as a matter of fact, the fall lu English puces was 
much greater than the fall in the gold price of 
silver, as can be seen from the following indes 
numbeiB 


Year. 

Sauerbeck’s 
index number 
of gold prices. 

Gold value* 
of silver. 

1873 

100 

100 

1874 

92 

98 

1876 

8b 

96 

1876 

8b 

89 

1877 

85 

92 

1878 

78 

89 

1879 

75 

bb 

1880 

79 

88 

1881 

77 

87 

1882 

76 

87 

1883 

74 

85 

1884 

68 

85 

1885 

65 

82 


•Modern Currency Befinns by B. W. Kemmerer, p 18 
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By the year 1885, while the gold value of 
silver had fallen 18 per cent, th© fall m English 
prices was no lass than 36 per cent. The inevit- 
able adjustment took place m India by a fall m 
silver puces Th© tondency towards such an 
adjustment must have been strengthened by the 
closer linking up of India with England made 
possible by the great developnletit of steam 
traffic, th© rapid progress of railway construction 
in India, and the coaiderabl© fall in soa-freights 
which occurred during this period On the 
whole it cannot be said that Indian and English 
price movements m the peiiod 1873 to 1885 ware 
dissimilai 

Duiing the nest period of ten years, from 
1886 to 1696, Indian prices were much aSeoted 
by scarcity conditions in some parts of the country. 
The index number for food grams lose continu- 
ously fiom 100 1 !) 1685 to IJd m 1666, and again 
from 119 m 18b9 to 148 in 1892 The rise in 
the prices of food groins and other agricultural 
produce tended to raise th© general index number. 
During the period 1887-92 there was no fall m 
English prices— -prices at first rose a little and 
than remained stationary. But while English 
prices fell continuoualy from 1892 to 189(>, the 
movements of Indian prices were irregular, the 
index number fiist rising from 98 to 102, and then 
to 105, falling to 102 again, and again rising to 
104 m 1895, and ilO in 1896. 

The Indian mints were closed to the coinage 
of silver in 1893, and th© exchange value of the 
rupee was fixed at la. 4d. Exchange, nowevet. 
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showed little tendency to rise immediately to the 
official rate, and it continued to be low till 1895 
when it reached its lowest point. Then it began 
to rise, and m the latter part of the year 1897 
it nearly leached the lbt7. pai. In January 1898 
it touched Is. 4d. though in the following months 
it Mas more fiequcntlj a little beloM Is. 4d. than 
a little above it. The whole period from 1695 to 
1899 was a period of the appreciation of therupeo, 
that IS, its purcnasmg power in terms of gold 
inci eased. Was there any tendency towards arise 
in the purchasing power of the rupee m terms of 
cocommoditiea also ? 

The faramo of 1896*97 tails m this period, 
and, m consequence, food prices in 1696 and 1897 
were very high, the index number for food grains 
rising to 165 m 1896 and ‘209 in 1697. If due 
allowance is made foi the infiuence of the famine, 
the tendency of Indian prices was on the wihole 
downward. Professor Kemmeier shows that if the 
prices of cotton, opium, linseed, jute, jute-gunny 
bags, tea, cotton yarns, tea-cloth, mdigo and hides 
are considered, it is found that, with the exception 
of jute, all prices were lower m 1897 than m 1896; 
that with the exception of cotton, jute, and 
and cotton yarn, all prices were lower in 1897 
than in 1895, and that all but three (tea, indigo 
and cotton cloth) were lower in 1898 than in 
1897.* There was thus, on the whole, some ten- 
dency towards an increase in the purchasing 
power of the rupee m terms of commodities at the 
very time when the rupee was appreciating m 
terms of gold, that is, a tendency to an m vei se 

* modern Currenej Mefomw p.Cl. 
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correlat)oij, with a lag, hetweeQ eschaugo rates 
and general pricea Professor Kommerej ho'W' 
ever, is careful to point out that the conelation 
was not appreciable It sbould be remembered 
that the rate of exchange la determined by the 
demand for and the supply of foreign bills lepres 
enting the light to receive so much gold m a 
foreign centre, and as such it is subject to 
peculiar influences of its own A fall of puces 
in India may not be accompamed by a fall in 
the price of gold m terms of the lupee in the 
short lun, and a rise of general prices, oning to 
a redundancy of the currency or any other cause, 
will not necesaarii}, in the short run depress 
evehauge This fact deseives emphasis as the 
stability of exchange during lo99 to 1912 has 
been used ss an argument agaiiibt the possibility 
of the currency having become redundant during 
this period This point is discussed more full} in 
chapter V 

European prices leacfied tbeii louest leiel 
in 189b, after which tney commonced to rise. 
The rise was almost continuous till the out 
break of the European war u hen a ueii period 
in the history of worlds piicea begins Indian 
prices also rose m this period and what is most 
strange and almost inexplicable the rise in Indian 
prices was greater than m anj other countrj of 
the world This is shown by the tables given 
below. In Table 1 the average for 1695 IS taken 
as 100 , in Table II the jeai 1896 is taken as 
the base year for European countries, and 1894 
for India Indian prices were lowest in 1894. 
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Tho year 189o ■nould not be a good base for 
Indian prices, as on account o£ the famine of 
1896*97, prices uero abnormal m that 5 oar 

Index numbers of wholesale prices 

TABLE I 



^ at 

|sl 

Franco 

a 

ei 

a 

5 

0 

USA 1 

2 

-5 

fi 

M 

1895 

109 

100 

100 

100 

100 

1890 

99 

97 

99 

95 

111 

lb97 

100 

99 

102 

94 

185 

1898 

103 

103 

108 

100 

122 

1899 

110 

113 

113 

10b 

121 

1900 

121 

120 

120 

11b 

141 

1901 

113 

114 

lib 

lib 

125 

1902 

112 

111 

113 

120 

129 

1903 

112 

114 

119 

121 

135 

1904 

113 

113 

120 

120 

124 

1905 

117 

114 

124 

124 

13£> 

1906 

124 

125 

134 

130 

151 

1907 

130 

132 

145 

139 

165 

1908 

118 

119 

131 

130 

165 

1909 

120 

121 

135 

135 

155 

1910 

127 

134 

140 

141 

154 

1911 

130 

137 

152 

141 

155 

1912 

137 



145 

165 
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TABLE ir 



United 

Kingdom 

Sauerbeck 

Franco 

a 

3 

O 


'S 

a 

IfiOG 

100 

100 

100 

m 

itiia 

1897 

101 

103 

103 

99 

141 

isoa 

104 

107 

109 

104 

12b 

1509 

lU 

116 

114 

112 

127 

1900 

122 

125 

122 

132 

148 

1001 

116 

118 

117 

120 

141 

1902 

ns 

115 

114 

125 

136 

1903 

113 

118 

121 

12b 

180 

1004 

115 

lib 

132 

125 

129 

1905 

118 

118 

125 

128 

141 

1905 

12b 

129 

136 

185 

158 

1907 

131 

13b 

140 

144 

163 

1908 

119 

124 

132 

186 

178 

1909 

121 

12b 

137 


1G2 

1910 

128 

133 

141 

146 

161 

1911 

181 

141 

154 

142 

164 

1912 

138 



151 

173 


Table 1 shows that m 1911 Indian prices 
rose 50% as compared with the 30% iiso of 
prices m England 37% m Fiance 41% in the 
United States and 52% m Germany Table IT 
shows that the percentage rise n as for India 64, 
Gennany 54, USA 42, France 48, and E g- 
land 31 
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The rise of prices m particular years was 
4u0 to famine, but it is geneially true that after 
1905, prices aUer a famine year do not return 
to the old level with the return of favourable 
agricultural conditions* What is the explanation 
■of the great rise in Indian prices ? Was the rise 
due to the linking up of the Indian monetary sys- 
tem with that of tne gold using countries of the 
world througn the gold exchange standard ^ In 
-view of the fact that the rise of prices m India was 
greater than m those countries, this explanation 
seems to be inadequate. The Pi ices Enquiry Com- 
mitteewas ]usti&edm concluding that "since some 
of the factors which raised prices m other countries, 
as protection and monopolistic combinations, were 
non-existent in India, some other special influences 
must therefore have been at work here to have 
raised the pries level to a height considerably 
above that to which it could have been raised by the 
influences that have caused a general rise through- 
out the world 

I have tried to show that special causes were 
at work in India which raised our prices above 
the level of European prices.t These causes 
were connected with the nature of our monetary 
system. The whole question of the Indian mone- 
tary standard m relation to its effect upon prices 
deserves to be carefully studied The gold ex- 
change system may enable a silver using country 
to secure stability of exchange with gold using 
countries, though recent experience disproves 


Eeport, p. 51. 


t See CbapUr V. 
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thjg, bub stability of eicbangeis not the only test 
of the soundness of the gold exchange system 
And it IS tine that a cuxiency of token lupees 
does not fluctuate as a currency of full \alue coins 
which can be melted oi exported, uould fluctuate, 
it may well happen that while MOtld prices in 
the coming jeaia fall as they aie falling, our 
prices may become stationaiy at the present 
level with a tendency to rise 

Before the war Indian prices were rising 
moiQ rapidly than European puces during the wai 
the movement was reversed The fact that Indian 
prices rose more slowly dming the wai than 
European prices led the well knonn American 
economist Mr W C MitchoU to suppose that 
commercial organisation in India was less 
advanced and that custom still played as impor 
tant pait lu ecocotuic and social life In his 
“ Internaf tonal Pnee Comparifont Mr Mitohelf 
coinpaTe« Indian and American price fluctuations 
during tf e war and thus comments on the result — 

‘ Oiiental prices m the past haie moved more 
slugyisilj than occidental puces Commercial 
organisation is loss advanced and custom plays a 
largfci lole in economic as well as in social life. 
The remarkable fact brougtt out by the Japanese 
and Indian comparisons is not t lat increase m 
price was less than that in the distant seat of 
uai or m Ameiica on which the belligerents 
weie drawing so heavely foi supplies from the 
beginning of hostilities It is rather that the 
levolution of European prices caused by the war 
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affected so powerfully the economic fortunes 
of the brown and yellow millions on the opposite 
side of the globe.”* 

Now, as we have seen, it cannot be said 
about Indian prices that “ in the past they have 
moved move sluggishly than occidental prices.” 
Indian commercial organisation may be less 
advanced than the American oi European, and 
there is muoj economic friction m India. That, 
however, did nob prevent Indian prices from 
rising more rapidly before the war than European 
prices. The slower movement of Indian prices 
during the war was not due to the influence of 
custom or defects lu commercial organisation, as 
ilr. Mitchell supposes. The causes which raised 
prices in Europe and America wore also at work 
in India, but in a much attenuated form. The 
great rise of prices in Europe was due to paper 
inflation and in America to gold inflation. There 
vras inflation in India, but its extent was much 
less than in Europe and America. This simple fact 
largely explains why the movement of our prices 
was slower than that of European or American 
prices. 

“Western writers have always regarded India 
as a land of custom and tradition. Mr. Mitchell 
finds that Indian prices nae less than American 
prices, and lie quietly assumes that it must be due 
to custom. It does not occur to him that the 
effect might be due to other causes of a wholly 
different nature. Similarly Professor Kemmerer, a 

* International Pnce Compansona bj ilr- W C. Slitchell 
p 37. 
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close student ot indtaa currency problems, m 
accounting foi the aliened of any appreciable 
coiielation between the rise m exchange and the 
fall in piicea dimng the period 1£95 99 invokes 
the aid of custom • — 

“ While there are forces that tend to cause 
a rough correlation between the two movements, 
the price movement tends to lag behind the 
‘exchange’ moTeroont, and the response is par- 
ticularly slow and impeded by economic friction 
in a country like India, with its isol ated com- 
munities, and its respect for custom/'* 

And again, 

“While India’s exports and imports in the 
absolute are large, still, in the main, the people 
of Indie live on their own products, and e large 
part of those products iim their life history from 
production to consumption m a very small 
territorj . They 1 avo only the remotest connection 
with foreign trade, gold, and the gold exci anges/’t 
One familiar with the Indian economic con- 
ditions at the present time would be inclined to 
regard the extravagant emphasis placed on the 
isolation of communities and on custom as not 
true to fact So far as the determination of 
prices is concerned, particularly the prices of 
commodities which are exported and lrDpOIted^ 
the influence of custom in India is neither greater 
nor less than in other countries. The movements 
of our prices befoio the war show that India is no 

Jlol«rn furr#aaj itefarms, p ®3 
f Ibid, p 1^1 
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longer an isolated country. There are no isolated 
commnnitves in India. India is coveted by a net- 
ivork of railways which have closely inter-connect- 
ed the remotest parts of thecountry. The isolation 
of the Indian village is a thing of the past — it was 
broken by the railways. That the price movement 
should have lagged behind the exchange movement 
IS not incomprehensible. That would be so not 
only in India but m the most advanced country 
in the world. It is also noi true that a largo part 
of our products have “ only the remotest connec- 
tion with foreign trade, gold, and the gold ex- 
changes." Almost all important food grams and 
raw materials are exported in large or small 
quantities ; all kinds of manufactuied goods are 
imported. The extent to which we do not live 
on out own products, particularly as legaids 
manufactuied goods, was realised fully during the 
war. Foreign trade has a good deal to do with 
the prioeb of our food grains and our raw produce. 
The prices of millets Iike^war and bajia may not 
be directly governed by the world price, but they 
are influenced by fluctuations in the price of wheat. 
And the effect of the sensational rise m our 
exchange in 1920 to 2s. lOjd- and the equally 
sensational drop m exidiango m 1921 to Is. 2d., 
upon our export and import trade and the prices 
of exported and imported articles is only too 
wellknown. 

India 18 changing very rapidly, politically as 
well as economical!}. The semi-mediaeval con- 
ditions which most European writers imagine still 
exist m India, have disappeared. The study ofi 
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prices alone would show how very djffeient India 
X)f to-day isfiom th© India of fifty years ago, 

I may also say a few ^soids hero about the 
effect of the use of prices. Theieis a general 
agreement now that the use in the puce of food 
grams is not an unmixed blessing to an agricul- 
tural country like India. It eniiches the large 
farmer who has a good deal of land and who pio- 
duees more than he consumes. But India is a 
land of small farmeie— the average size of the 
holding here is small, and on account of the laws 
regarding the sub-dtvjsioo of land, it tends to 
grow smaller. The Babmglon Smith Committee 
recognised (and the views of the Committee 
xi ere fully accepted by tlio Government of India), 
that " The agriculturist who has little surplus 
produce to sell and lives on wbst he produces, 
'H ould, in so far as he maintains himself on his 
own produce, is unaflected by a rise in the price 
of food stuffs” and that very often the increase 
in value benefits, not the cutivator but the 
money-lender, who makes advances to the culti- 
vator for hjs rDaintenance and seed. The Go- 
vernment of India ID a memorandum submitted 
to the Committee stated that "There is no 
longer any room for doubt that the resultant 
increase in the expense of living due to the high 
prices of food grams, also of other necessaries, 
such as cloth, kerosme oil, and the hardship whicn 
the increase has entailed on the poorer classes and 
those on fixed incomes, has been a veryimporkant 
factor in promoting unrest and discontent.” 

One 38 glad to note that the Government of 
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India and official writers generally take a more 
sensible view of tho whole question now than they 
did sometime ago. Not long ago the theory was 
propounded by Mr. Datta of tho Prices Enquiry 
Committee that rising prices were beneficial to an 
agricultuial countrj. “ There can hardly be any 
doubt,” he aaid, “ that in an agricultural country 
like India, using prices would be beneficial to the 
country as a whole/'* The view that the greater 
portion of the community is benefited by falling 
prices, Mr. Datta thought, was applicable to an 
industiial country, not to an agricultural country 
like India, where 73 percent of the population are 
dependent upon agriculture. Mr. Datta estimated 
that about 70 per cent, of the population benefited 
by the use m prices before the wai But m a 
memorandum which he prepared for the Babing- 
ton Smith Committee we find Mr Datta speculat- 
ing as follows regarding the effects of tho rise in 
the prices of agricultural produce ” A consider- 
able proportion of the agricuUutiats and labourers 
live from hand to month, and the unpiecedented 
rise in the prices of the baie necessaries of their 
lives 18 pressing very hard upon them. The only 
classes of agriculturists who are able to sell a 
considerable share of their own produce and thus 
get a substantial income are those who grow iica 
jn Bmma, wheat, cotton oil-seeds and ]uto, and 
even many of these cultivate these things only to 
a comparatively small extent, and were able to 
save little or nothing in pre-war times. The total 
acreage cultivated with ttiese crops is only about 

* Uepoit on the Ecqujrj lath the Bise of Price?, p }36 
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25 per cent, of the total caltxvated area, namely 
ncQ m Burma 4, wheat 9'5, cotton 5*0, oil-seeda 
5*1, and jute 1, 80 that high prices may at beat 
benefit only 25 pet cent, of the agriculturists, or 
about 12^ per cent, of the whole population. In 
many of these cases, ignorant and un-aducated as 
the great majority of them are, the profit accruing 
from high prices have not reached them, but have 
only filled the pockets of the middleman and 
exporter. A fall in prices will therefore be wel- 
come to piobably about 85 per cent, of the 
population.” 

It IS Eomowhat difficult to understand why, 
if 70 per cent, of the population were benefited by 
the rise m the prices of agricultural produce in 
prewar days, 85 per cent of the population 
should welcome a fall m prices now. The pei« 
centage of the total area cultivated with neOi 
nheat, cotton, oil-soeds and jute was not higher 
before the war when Mr. Datta made his investi- 
gations One would also think that the Indian 
cultivator was not loss ignorant and un-educated 
in the pre-war days than now, and, therefore, it 
was not more difficult for the middleman and the 
espoiter to cheat him of hia legitimate profits 
than at the present time. More than four years 
ago the present writer criticised the theory of the 
Piiees Enquiry Committeo (accepted by the Go- 
vernment of India) that India being an agizcul- 
tural country, the rise of prices must be beneficial 
to the country as a whole. The subject is dis- 
cussed more fully in its proper place, and it is Qot 
necessary to quote those views here. But it may 
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be well to remind all those who build nice theories 
of the prosperity of India’s small farmers on very 
slender evidence, of the views of Hassu, a small 
farmer, who, when questioned on the subject, said, 

Mian htchan fan mehngiyai da savad ae ; 
done khane joge nahtn honde , sanu mehngiyai da 
hi savad ae* 

Index Numbers 0 / Prices in India and England. 


Year. 

d 

a 

England 

(Sauer* 

bock) 

Year. 

1 

India. 

England 

(Sauer* 

beck). 

1861 

90 

88 

1873 

100 

100 

18b2 

90 

91 

1874 

101 

92 

1863 

98 

93 

1875 

94 

66 

1864 

111 

95 

1876 

90 

86 

1865 

107 

91 

1877 

104 

85 

1866 

115 

92 

1878 

lOG 

78 

1867 

108 

90 

1879 

104 

75 

1868 i 

98 

89 

1880 

104 

79 

1869 1 

105 

88 

1881 

96 

77 

1870 ' 

102 

86 

1882 

92 

76 

1871 

93 

90 

1883 

89 

74 

1879 1 

98 

98 

1884 

91 

1 68 


*Xhe rise of prices ironld meeo ssmethir g to me if I had aoj 
thn^toaell What I produce la barely Bndioieot for my own 
conaomption The rise of prices weans eotbiog te me 
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Index Numbers of Prices in India and 
Enffland—coacli 


Toar 

■i 

1903 

105 

1903 

99 

3904 

101 

1905 

110 

1900 

129 

1907 

137 

1908 

138 

1909 

124 

1910 

123 

1911 

129 

1913 

137 

1913 

143 

1914 

147 

1915 

152 

1916 

184 

1917 

196 

1918 

225 


Lngland 
{Sauer 
beck ) 




Prices before 1B61 


"Who has Dot heard old people )d the Punjab, 
may be a gtand-faiher or a grand mother or a 
great-grand-uncle— say that when ihey were young, 
hving was not so costly as now, that on Es. 25 
a month one could live m a fair degree of comfort, 
and on Es. 60, like a prince ? That the prices of 
the necessaries of existence were almost incredibly 
low m the early days of British rule in the 
Punjab and in Sikh times, is shown by the avail- 
able statistics of early prices and incidental refer- 
ences in books of traveL Travelling through the 
hill tracts of the Punjab on his way to Kashmir 
via Jammu, in 1835, Baron von Hugel on en- 
quiry found that tb© price of rice in the village of 
Hablihatty, near Bilaspur, was 5 seeis for a 
‘ packa ’ pice. He says 

" It was the rice crop. I asked a peasant 
whether it was a good one. He said ‘Yes,’ and 
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on my fmther gueatiomng him I received the 
answer that 5 eeers (10 lbs.) of tice cost one 
* packa ’ pice. I found this to bs very little, but 
pretending that I considered it to be high, I said, 
‘ T seo that you take mo to be a European who 
does cot know the prices ; fiom an Indian you 
would not demand so mueb.’ The peasant laughed 
and eaid that I was right.'’+ 

Baron von Hogel noted the dismchnatioa of 
the people in the hills to bard work. This he 
attributed to the cheapness of the necessaiies of 
existence, particularly food grams, which enabled 
a coolie by working one day in a month, to procure 
enough food for himself and his family for the 
whole month. He says 

“ In the Punjab coolies are usually not paid 
an 3 thicg at all. They ate compelled by the 
Governmeat, without whose permission no one is 
allowed to travel m these parts, to work for 
nothing (.begar). However, I did not wish to take 
advantage of this system, but to pay the poor 
men their proper wages. The wages for a day's 
work, thanks to the low price of nee, ate equal to 
the quantity of rice suSicient for not only the 
coohe but his family, for a whole month.”* 

Some tables of early prices in the Punjab are 
given at the end of the chapter. Tbesa figures 


t Ka«obmir tad dass Rei^ der Swlf, Vol 1. p 65. 
* Ibid, p. 67. 
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deserve a careful study. The tables show that 
prices in good j ears before the era of railways 
were very low, and that the fliictuations of prices 
from year to year, were, not infrequently, great 
and violent. Price movements were most irregular. 
The export of food grains, though it is undoubt- 
ediy responsible in a large measure for the rise of 
prices during the last forty leais. still exercises a 
steadying influence on puces m the sense that it 
prevents large irregular oscillations. Prices do 
not fall heavily when the harvests are good , nor 
do they rise sharply when they are poor. But it 
was not so three quarters of a century ago. For 
example, the quantity of wheat sold for a rupee in 
Montgomery fell from 47^ seers m 1848to2Si seers 
ID the following year. It increased to 87^ seersm 
1850 but fell to 20 seers in 1851 and rose to 521 seers 
in 1852 — a fall m price of more than oO In the 
townofHaiipui Hazara the price of wheat ml852 
was a httle less than 8 as a maund , in 1853 it 
rose to a rupee. In 1860, in the same place, the price 
was 12as. a maund and in the following year two 
rupees — a rise of 166 per cent in one year. There 
were also great variations in prices in different 
places at the sametime. Pakpattan, Dipalpur, and 
Hujra are in the same district — Montgomery, but 
jn the year 1849, while wheat sold at 42 seers a 
rupee in Pakpattan, the average quantity to be 
obtained for a rupee m Hujra and Dipalpur was 
23^ seers only. Mandal and Muktsar are both m 
the Ferozepur district, but differences m prices 
in the two places, as shown by the figures given, 
below, were sometimes considerable. 
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Seerj "per 

1847 


Mandal 

Uuktsai 


1848 1851 
35 40 


24 


Randal 

Muktsar 


1854 

37 

90 


1857 

60 

108 


lilandal 

Muktsai 


1857 

100 

03 


1658 

90 

140 


21 

Giam 
1643 1845 
34 42 

72 126 

Jwat 

1853 
80 
124 

itsai . distant 

D.fie«nce= m bWI moie 

plaooB were M mu instances, batloy 

lemaikabls 6'’® ‘’“® fio soats per rupee m 

sS at the scarcity price ot IS seet^P^ jpl seers 

Panipat m 1860 wnile jlamdot llaqa 

could be obtained ior a ' P® ^ m pckpattan m 
The price »« «' J'\n Ha„pnr H.rara, it n®® 
1855 was about 9 as , 

exactly foui times as h „ i^nknown to- 

Such differences in prices e 

day Prices of course aremit they 

mill parts of the province^ b^^^ 

do not differ “cch place bad to bo 

portation In “ moans of commnni- 

more or less sdf sng.mon “/“[P'lhS 

cation were few ® of getting ud of 

hut there were no means 6^^^^ ecarcity 

Butplns, and prices fell 
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caused prices to rise, but there was little importa-- 
tion of food from outside. The sufferings of the 
people when scarcity amounted to famine Tvero 
terrible. In the * San Cbalisa ' famine (1733. 
A. D.), price of wheat in the Sialkot district rose 
to 18 seers, then to 6 and finally to seers, 
“ Numbers of people fled to Cashmere,” says 
Mr. Pnnsep in his Iteport on the Bevised Settle- 
ment of the district, (dated 1851) ” and there 
was great mortality over tho land.” In the 
‘Dus Maba’ famine of Sambat 1869, (1812.A.D.),- 
wheat sold at 6i and Bajra 8 seers. “It was 
remarked that a new grass was produced over tho 
country on which people subsisted, and they gave 
it the name of * Gbaroshune’. In tho nest 
famine of Sambat 1890 (1833 A.D.), wheat sold at 
8 and 10 seers. “ The distress m this District,” 
says Mr. Pnnsep, “was very great, and had been 
aggravated by the very heavy assessment which 
preceded it. People remembei it as tho ‘Mur- 
kuneewala’ year from a shrub which grew abund- 
antly, and which was mixed up with the food 
eaten.” Famines visit the land very frequently 
even now, but generally speaking it is true that 
deaths by starvation have become a rare occur- 
rence, and that people are not reduced to tho 
necessity of subsisting on shrubs and grass even 
in the worst famine. 

The chief feature of the early Punjab prices 
IS the great fall which occnried in the first three 
years after annexation, and which was the cause 
of no small amount of embarrasment to the 
Government. Fixed money assessments were 



58 FRICKS paroE* ISfil 

substituted for gram payments m 1847, but the 
prices assumed for the assessment of land were 
too high. " Collections became difficult says 
Mr. Ptmsep, “ 1 had to give laige remissions ; 
and from that date, 1851, till 1858, the effects 
of former high settlements woie felt on all sides. 
In the Chmkuree Slehal, particularly, people 
absconded, wells wore lying neglected, and no- 
thing shoit of immediate lelief would have saved 
the urigated tract , and to give this the new 
assessments were more expeditiously brought 
about.” 

The land tax was reduced everywheie. “la 
the whole of the PtiD)ab the icduction of the land 
tat may be estimated to be egtial to twenty five 
pet cent, exclusive of any extras which may have 
been levied '' says the General Report upon the 
Admimatration of thePun)ab for the year 1849-50 
and 1850-51 In spite of the reduction; com- 
plaint on the part of the agricxiUucists were '* loud 
and general”. The chief cause of thoir distress 
was the fall m prices Production had exceeded 
consumption and there were no oarkots to which 
the surplus could be exported The causes of 
agricultural distress are well analysed in the 
Administration Report (1849-50 and 1850-51) ; — 

” For the three first yeara after annexation 
the harvests, with a few isolated exceptions, were 
temarkably favourable. For twenty years, the 
agriculturists declare, they had never witnessed 
such crops of wheat and barley. Not only did 
the unirrigated lands usually under cultivation 
yield a particularly large return, but cultivation 
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rvas greatly extended. Lands -which in ordinary 
seasons were seldom sown, gave large returns. 
These circumstances, ‘joined to the general peace 
and security of the country and the fact that 
large bodies of disbanded soldiers and discbaiged 
employees had to turn attention to agriculture 
for a subsistence, all contiibuted to cause so great 
an increase of produce as to leduce prices to an 
unprecedented extent The result of these diff- 
erent causes has doubtless been that production 
has exceeded consumpton, and hence that while 
an abundance of food exists, there is not a sufficient 
market to secure its sale at remunerative prices. 
No countries surround the Punjab to which any 
groat quantity of gram could be exported To 
the ^est the disturbed state of Afghanistan and 
the difffculties and the cost of transit must prevent 
the export of food. To the south are Sindh and 
Bbawalpur, the former pioducmg more than it 
consumes, the latter a poor and thinly peopled 
tract. To the east is the JuUuudher Doab, dense- 
ly peopled, but so fruitful in its own soil as fully 
to support the inhabitants. To the north are 
the hills whose inhabitants have not the means 
of purchasing our surplus produce ”. 

The writer of the report, evidently did not 
foresee the rise of the great export trade by sea 
which now carries away all our surplus food and 
even more to foreign lands. The net-work of 
railways which connects the principal markets 
of the Punjab with Karachi did not then exist. 
Thirty years later, howevei, we find a settlement 
officer thus predicting the tutuie course of the 
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prices ol tood grama and justifying the prices 
that ha had adopted for asaossznant : — 

“ I do not think that the adopted prices are 
too high. They rather err on the side of lowness 
It is probable that the arerage prices cuirent o£ 
the next 20 years will show considerably higher 
rates. The openmg of the railuay to Katachee 
and the thereby increased facility for expoitmg 
gram to Europe will most certainly tend to kcpp 
up the piice of food grams m the Punjab. It will 
prevent all accumulation of gram. As soon as the 
price of wheat falls to the point at uhich it be* 
comes profitable to export it to Europe it will be 
exported and prices will hardly evei fall below 
this minimum.” (Report on the Revtsed settle- 
ment of the Jhnnrj District of the Punjab, by D. 
Steedman Esq , S«ftle»»«n{ Officer). 

The price of wheat m the Punjab to>day is 
determined by the world price of wheat, and as 
the price of wheat regulates the prices of inferior 
food giams, it may bo said that the causes which 
deteinnne the prices of food grams in the Punjab 
to-day, whether directly oi indirectly, are not local 
but of world-wide significance. 

Prices continued to be low till about 1850, 
after which they began to rise For the first 
two or three years after 1860 the rise was duo 
to famine, as also in 1868-69, but it is broadly true 
that after 3865 prices show a marked upward 
tendency. What were the cansos of the rise of 
prices? 
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The improvement of communications was 
imdouhtedly an important cause of the rise of 
prices.” “The opening of the Sindh Punjab and 
Delhi Railway, which took place about twelve 
years ago”, says the Settlement Officer, Mr. T. 
Gordon Walker, in the Final Report on the 
hudhiana District (1878-88), “has by extending 
the market for the produce of the distiict, once 
and for ever, one might say, brought up prices. 
The principle that supply follonsdemand has been 
establiehing itself m practice and nothing short of 
a, decided fall in the value of agiicultural produce 
all over India, and we may add Europe, mil make 
prices recede towards their old level.” 

The opening of the Rewan Fetozpur Railway 
caused prices to use throughout that tract The 
peasants of even out-of-the-way villages carefully 
watched the state of the maiket and brought their 
gram long distances to sell for cash at the market 
rates in Sirsa and Fazilka. The oidinary rate 
of carnage was one anna per mauud per stage of 
ten or twelve miles, and the differences in prices 
between different parts of the Strsa district were 
never for any length of time greater than this. 
When there was demand towards Sindh, the pea- 
sants withm reach took their gram to Fazilka, and 
if the demand was towards Delhi, gram went to 
Susa. 

The state of things in other districts of the 
province was similai. As more and more places 
got linked on to the central markets and sea-ports 
by the railway, the wide fluctuations m prices, 
such as were common before 1860, ceased. 
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Another cause of the rise of piices was the 
increase m the ciiculation of snoney. In the He- 
jiort on iJie Hevi&fd Seillefnent of the Shahptir 
Di$tnct, dated J866,*‘the large influx of silver from 
Europe going on” is mentioned as one of the 
causes of ths rise of prices. During the cotton 
famine of 1859*60i India, it is estimated, imported 
£63,000.000 Tvortb of silver- ” This enormous 
addition to the circulation of the country drove up 
prices with a rush, and before equilibrium had 
been restored, the introduction of steam carriage 
from Delhi threw open the markets of the world 
to India, and peipetuated the high level which 
had been reached. The famine of 1869 created 
a temporary disturbance, but for tbe first five 
years the seasons have been fair, the opening of 
the Punjab Eailway m 1870, has completed the 
connection between Lahore and Bombay and 
prices have stood with an extraordinary steadiness 
at what may be considered their normal rates”* 
The increase mtho circulation of rupees, which 
was made possible by the heavy imports of silver, 
tended to raise prices throughout India. The ex- 
tent of tbe rise is shown by the Btatistics of early 
prices of food grams in the United Provinces pub* 
bsbed by Sir Theodore Morison in his '* Industrial 
Organi 2 ntion of an Indian Proiince " But after 
the Mutiny money was more plentiful m the Pun- 
jab for special reasonc. Before the Mutiny the 
Indian portion of the army employed in tbe 

* K«port OB the Serit«d Eetltoisest cf llie E’lras) dislnct 
0872.80) 
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Punjab, was laigely Hmduatanee. A considerable 
share of the Punjab revenues was paid to them 
as their wages, of which they spent a part m the 
Punjab, and remitted the remainder to their homes. 
Many lakhs of rupees were thus annually drained 
from the Punjab. After the Mutiny the soldiers 
from Oudh were replaced by Punjaboes; many 
thousands of Pimjabee soldiers were also serving 
abroad. "These men”, says the Punjab Adminis- 
tration Report for 1856*57, and 1857*58, “not only 
remit their savings, but also have sent quantities 
of prize property and plunder the spoils of Hin» 
dustan, to their native villages”. 

The increase in the cost of cultivation must 
have also played some part m raising the prices of 
agricultural produce. Some settlement lepoitsgiva 
the puces of plough cattle and agricultural irnple* 
ments, which show that costs of cultivation were 
much lower before 1860 than in the period subse* 
juent to that date. The price of a plough bullock 
in Kot Khai (Simla district) was Eb. 6 in 1849 
and Es. 10 m 1883. The price of a bullock 
in Jholum, Find Dadan Khan, Cbakwal and 
Tallagung at different dates is shown in the 
following table — •* 



' At the end 
of Sikhrul^ 

1 1858 

1877 


Bs. 

Eb. 1 

Es. 

Jhelum 

25 

40 1 

55 

P. D. Khan .. 

15 to 80 

30 to 40 1 

' 20 to 90 

Chakwal 

1 

16 

45 

Tallagung , 

1 15 

22 1 

26 


* Settlemfnt Beprrt, Jh^loto District, 1881. 
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The Seitlcme&t OfDcer of Earoal had 
much to aay m hia SopoTt for that diatiict 
(1872-80) about the increase m the cost of 
cultivation. In his opinion the cost of cultivation 
had risen to a greater extent than the rise m 
the value of agricultural produce. “ The price of 
cattle has probably doubled smca 1840 ; at any 
rate that of the more valuable cattle which are 
needed for working the deep well and still soil of 
the Baagai and Nardak, and which are for the 
most part not bred at home. And if the people 
are to be behoved, the cost of all implements 
of agriculture has increased m almost like propor- 
tion. The demand for fuel and the extension of 
cultiiatioQ hare rendered the materials dearer, 
the enhanced cost of living has raised the price of 
labour and the tendency which has so strongly 
marked our mis of late years to substitute con- 
tract for status and competition for custom has 
in some not inconsiderable nieasuro, relaxed the 
customar}' obligations which bind the village 
labouiOiB and artificers to the communities among 
whom they dwell." He also pointed out that the 
6\.teosiOn of cultivation had led to the substitution 
of stall feeding for grazing, and that the price of 
Wfltei had increased since 1842 by 150 per cent. 

It has been argued by some economists that 
tho increase in the cost of cultivation is the result 
and not the cause of thonsemthe price of agricul- 
tural pioduce 10 India. The right view, however, 
seems to bo that the nso in the cost of cultivation 
IS a cause as w ell as an effect, and that the rise 
price and the increase m the cost of production 
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mutually infiuencs each other. The extension 
of cultivation after 1860 led to an increase m the 
demand for labour, plot^h cattle, and agiicultuial 
implements, and their prices rose. The price of 
agricultural produce also rose, the rise being 
partly due to the increased cost of cultivation. 

To sum up ; There are two chief features of 
the early history of our prices, the heavy fall of 
prices in the first three years after the annexation 
of the Punjab, and the gradual rise of prices after 
ISGO* The causes of the rise, briefly, were 
improvement of the means of communication 
•which made it possible for the farmer to dispose 
of bis surplus at remunerative prices, the increase 
m the volume of the circulating medium and the 
use in the cost of cultivation. 

WAGES. 

In Sikh times and the early days of British 
rule in the Punjab wages were paid in kind, the 
amount of tbe payment for each class of work 
being determined by custom. A summary of the 
duties of various village menials and the customary 
rates of payments for their services m the Gujrat 
district of the Punjab is given at the end of the 
chapter. The Sikh Government took its revenue m 
kind — the land tax under the Sikhs was a share 
of the produce. Tbe British substituted for this 
fixed money payments subject to revision at defi- 
nite intervals The change of system affected the 
village menials and the constitution of the village 
in regard to these menials tended to break up. 
The proprietors attempted to cut down the cus- 
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tomary allowances and to make new terms wjth 
the liamtns. “In many administration papers”, 
says Mr. T. G Walkei, “a condition has been le- 
corded that the lelation of the proprietors to the 
Kamins is liable to annual levjsjon, and in some 
Tillages there are no cuatomary allowances or 
services at all, and when a cultivatoi has any 
work to he done by one of the class, he pays for 
it in gram or cash.”* 

As naonej became more plentiful and prices 
TO80, the tendency to substitute cash for gram 
wages increased. We hear of landlords m the 
Jhang district substituting Ck%na and other flour 
for wheat m 1878-80, when prices were high on 
account of famine, the action being resisted by the 
labourers. The value of a labourer’s wage when it 
IS paid in kind increases autoraatjcslly with the 
rise of prices, provided coarser grams are not sub- 
stituted for wheat, and the amount of the custom- 
ary allowance is not cut down. It is easy to un- 
derstand why the landlords wm-e anxious not to 
give wheat, and to convert wages in kind into 
money wages. 

The introduction of money into the village 
community had important consequences. The 
substitution of competition for custom and con- 
tract for status may be attributed to it. The 
position of the Kam%ns m the old village communi- 
ty was not unlike that of the seifs in England m the 
13th and 14fch centuries. A Kamn was not without 
cuatomary rights and privileges which were cleatly 

* Be{iort, Ludhums district 11878 83i 
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defined, but he was attached to a village commu- 
mty and to it he definitely belonged. The means 
of communication were iew and labour was prac* 
tically immobile. "When, however, money economy 
began to replace barter, the old bonds were loosened. 
The Kamins, perhaps, did not desire any change. 
Theyweie happy and contented under the old 
system, for they got enough to eat. In most cases 
it was the greed of the farmer which led to the 
substitution of the cash nexus for the old custom- 
ary bonds. 

"With the rise of prices money wages also rose. 
The following table snows the use in wages paid 
to farm servants per half-year besides food and 
cloth in the Jehlum district * 


Farm servants. 



At tne 1 
end of 
Sikb rule, j 

1858 

1877 


Be. a. p. 

Ks. a. p. 

Bb. a. p. 

Jhelum 

3 0 0 1 

6 0 0 

6 0 0 


1(3 0 0 

.600 


Find Dadan Khan 

'< to 

1 1 

12 0 0 


Il4 0 0 

(9 0 0 


Chakwal ' 

1 3 0 0 1 

9 0 0; 

jl2 0 0 

Talagang 

6 0 0 

12 0 0 ' 

1 

12 0 0 


• Reproducpd exactly {rom tbo JfetUetnenk Reput, Jtielum 
district. 1831 It 13 not specified there whether the cooliei 
are dally, monthly, or per half-year. Probably they are daily- 
wages 
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Coolies 


■Jhelum . . I 

0 16 

0 2 0 

1 

ro 1 0 


Pind Dadan Khan ) 

■! to 

0 2 0 


to 1 G 


Chakwal 

0 14, 

0 2 0 

Talagang 

0 1 0 ; 

0 2 0 


CoDjioeDting on the rise of wages in the 
Hoshisrpur district Mr J. A.L Montgomery ja 
the Settlement Report of the district (1879 84) 
■says* "The wages of labour have risen in like 
toannex. Much of the labour performed m the 
villages 13 still paid m gtam, but it is becoming 
muxe common to demand cash. Agricultural ger> 
vants <Mah) used to be content with food and 
clothing and eight annas a month cas&. The 
common rate of cash now is one rupee, and some* 
times more The pay of an ordinary day labourer 
IS now two and a half or three annas, it used to be 
one or two annas. The wages of aitisans have 
risen proportionately”. 


In the Settlement Report of the Hazara dis- 
trict (1868-74) we read: '‘Prior to British rule a 
day labourer received hia food ox an anna per diem; 
now he can earn two annas a day in the villages, 
and three annae a day in the towns and canton- 
ments”. 


The Karnal Setllemeni Report (1872-80) refers 
to the rise in the price of labour owing to the en- 
hanced cost of living. It is not difficult to believe 
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that wages rose more ox less all over the piovmce. 
Such a tendency is shown by the available statis- 
tics of the average money wages paid to an able- 
bodied agricultural labourer in the Punjab from 
1873 to 1890 given below The figure for each year 
IB the average of average monthly wages for six 
districts of the Punjab, Delni, Ludhiana Amritsar 
Bawalpmdi, Multan and Peshawar 


1873 

Rs 

5 

as 

2 

P 

8 

Index Numbers 
100 

1874 

5 

2 

0 

99 

1876 

5 

7 

4 

10b 

1876 

5 

6 

8 

105 

1877 

5 

C 

8 

105 

1878 

5 

b 

0 

106 

1879 

5 

12 

0 

111 

1880 

6 

10 

0 

128 

1881 

b 

4 

8 

122 

1882 

6 

4 

0 

121 

1883 

6 

4 

8 

122 

1884 

6 

2 

0 

118 

1885 

6 

3 

0 

120 

1886 

6 

7 

0 

105 

1887 

6 

12 

4 

180 

1888 

6 

1 

10 

118 

1889 

6 

12 

9 

132 

1890 

6 

4 

9 

122 
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Agnctiltuial v,ages »« the Gttjrai distnct 
of the Punjabi Svmmaneed from the 
Settlement Jtepori foi Gujrat, 
dated 1874, 

The blacksmith. Spring harvest. The lohar 
gets one ‘hhari' pet plough of wheat or barley 
A 'hhart' or sheaJ is to bo as much as can bo 
bound np m the length of 3 straws Also one 
pai of 4 topas, or 8 seers pei house (i e-, a family 
Cultivating m common ) 

Autumn harvest One sheaf of bajra,jwar, 
munjt and makat. Each sheaf as much as the 
lohar can cany, and also ooe^at of the gram of 
those produets, also one lopaoi two seers of moth 
and math 

At the spring or autumn harvest the land* 
owner, on the receipt of a datn or reaping hook, 
must present the lohar a bundle from each crop, 
a bundle to about the third of a sheaA If a 
zemindar or lambaidar cuts dovfn a tree, the roots 
and the branches are the perquisites of the lohar 
for his charcoal. 

The carpenter, (T»rA/ian), He receives from 
the land-owner the same fees and gifts as the 
blacksmith, and in addition one rupee on the 
setting up of a sugar milk When the cane is 
being crushed, he receives seers of gur and a 
handful of sugar-cane, and a tind full of cane 
]uic© daily. 

When building a house or doing any other 
private work for a landowner, he receives his 
tood daily. 
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At sowing time he accompanies the land-o^ner 
the fiist day, and receives one to'pa of wheat. 

The potter. {Kumhar), At each harvest he 
receives exactly as much again as the blacksmith^ 
at marriages the same as the blacksmith, or more 
or less according to the means of the cultivator. 
When he provides the cultivator with any vessels 
at his house, he gets some gram. 

The day a sugar mill is started he receives 
two ttnc^s of cane }mce, and the day mill stops 
the same, also J seer of jjttr daily. At sowing time 
if he conveys the seed to the field on his own head 
or hia donkey, ho gets one iopa. 

At the time of cutting the crops, if he piovides 
the reapers with water^vessels and cups, he 
receives one bundle, or one third of a sheaf of 
that crop. 

The barber. At each harvest he receives 
from each threshing flooi a sheaf, and giam in 
an indefinite quantity, according to the means of 
the ownei. On the last day of the working of 
the sugar mill, he receives four iinds of cane 
juice, and two seers of gui from each of his 
employers. 

He receives other presents on the happening 
of domestic occurrences, but they are not fixed, and 
depend upon the means of the parties When 
sent on any bussines by a land owner, he receives 
his food, and when accompanying him to any 
marriage or funeral, he receives some presents 
from the house he goes to. 

The washerman. Ho receives at each harvest 
the same as the barber, and besides that at 
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marriages and funerals cnstomaiy presents*acLoid» 
jng to tbe circumstances of the busbandmen. If 
he goes to any house to mend clothes, be receives 
his food, and if be accompanies any land-owner 
to a marriage or funeral, bo receives such presents 
from the house he goes to. 

The Sweeper. Sweepers are of two kinds, 
the Athari and the Sejji. The Athan is a domes- 
tic servant always in attendance upon the hus- 
bandman , a man of all work, he has to carry 
manure and plough, he bas to provide the un- 
tanned leather for harnessing bullocks, also win- 
nowing baskets and leather sieves. 

The Sepi, who works for several families, 
works for each in turn, and twice a year, at har- 
vest time, he has to provide tbe sbove-mestioned 
articles. Both Atlutrx and Sepx have to plaster 
tbe houses of their masters. 

The Atharx receives 12 iopnt m the niani jo 
8 or 9 mant (maund) ; also food twice a day, and 
a blanket and shoes. When the crops are cut, 
be receives a bundle from each crop. 

The sepx receives 1 pax of grain at each 
harvest, and a bundle of each crop. At the end 
of the bearing of tbe cotton crop, they are both 
entitled to one pickmg of tbe field, and at the 
closing of the mill, to tbe produce of one sugar 
hoibng. They receive one third of every bide, 
and presents at mairiagea and deaths, according 
to the circumstances of the husbandman. 

A sepx IS entitled to his food when working 
for his master. 
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The Mochi. (Cobbler). At the spring harvest 
he gets two sheaves per plough and two jiai of 
grain ; at the autumn harvest, two sheaves and 
one pai of gram, also one cotton picking at the 
end of the season, one sugar-boiling of gur, and 
at the end of the Bugar>ciushmg, four tinds of cane 
jmcej also he gets presents at marriages, 
funerals and feativals» and % of every hide. 

The Mashkt (Water-carrier). He receives 
one rupee half yearly, and if he provides water 
for the harvests, he gets one small sheaf out of 
crop; if for the threshing door, he gets two topas 
of gram. For carrying the palanqum he gets 
Bs. 2 or 8 for each marriage. 

Mirasi (Bard). He receives on ten or twelve 
different occasions between the betrothal and the 
marriage, presents of from eight annas to two 
rupees, and among the perquisites are the shawl or 
other valuable cloth used as the pall at the funeral 
of the better classes; also when the marriage pro* 
cession leaves the house of the bride, the bride- 
groom distributes to all mirasts who collect from 
the neighbouring villages for the purpose, from one 
anna to one rupee eacb according to his means. 



TABLES OF 

1 Wheat 1 Btilley 


1844 

Lahore 

1845 
Lahore 

D G Khan 

1846 
Lahore 

D G Khan 

1847 
Lahore 

D G Khan 

1848 
Lshore 

D G Khan 

1849 
Lahore 

1850 
Lahore 

1851 

Cis Sn If 3 States 

Trans Sutlnj States 

Lahore Division 

Jhelum 

Multan 

Leia 

Peshawar 


Md St Ch Mi St 

0 22 ll5 0 

0 22 14 0 13 

0 25 13J 0 20 7i 


ft 2ii 0 38 3 

S 9 0 I 0 10 0 

0 19 3 I 0 27 

0 21 1’ 0 39 0 

0 “ I i 1? 9 

; Vi\ 3 0 : 

1 8 3i 1 34 U 


Average 
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1861 


0 the end 


-- — 1 

Wheat. 

Barley. 


Md Sr. Ch 

Md Sr. Ch. 

1 

C 30 3 

1 2 

Cis-Sutlol S»t« 

0 39 95 

1 13 5 

TtaM SuttW SUMS •• 

: 3 5S 

1 32 2i 

laVioie Cmsion 

1 12 S 

1 32 8 

Jbeluol H 

1 11 12 

1 37 6 

Nultao 1 

1 12 10 

1 1 29 10 

Leia ” 

Pesbawai . 

Aveiage 

1 3 12 

1 1 24 7 

1 1 4 1 

1 24 7’i 


‘ Geueial ^ 
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of June, 


Gram 

Jowai. 

Gnr. 

Cotton 

Md. Sr. Cb, 

Md. Sr. Ch. 

Md. Sr 

:b. 

Md. Sr. 

Ch. 

0 

:6 

3 

0 

37 

7J 

0 

15 

l5 

0 

5 

41 

0 

33 

6 

1 

8 

6 

0 

13 

0 

0 

4 

nj 

1 

3 

8i 

1 

: 

n 

0 

18 

3i 

0 

4 

4i 

1 

9 

n 

1 

23 

1 

0 

14 

55 

0 

4 

HS 

1 

14 


1 

24 


0 

14 ICS 

0 

4 

4i 

1 

14 

8 

1 

15 


0 

14 

7 

0 

4 

e’ 

0 

35 


1 

15 

15i 

0 

8 

6i 

0 


6? 

1 

4 

8J 

1 

12 

8 

0 

14 

Oi 

c 

4 



cf the Punjab, 1849-50 and 1850-51. 
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1 af jtl Pafual dutriet Gurpaon 



Average for 
XO years 
ending 
1842 

^ 1S53 5S ■ 

i 

1856 63 


M Sr Ch 

M Sr Cn 

U Sr Ch 

Eav? cotton 

0 15 14 

0 17 S 

0 10 18 

"Wheat 

0 31 10 

14 3 

: 0 80 9 

Ozam ^ 

1 

4 0 ' 

1 17 8 

1 0 39 11 

Jwar 

1 

4 2 

1 15 8 

1 0 84 14 

Barley 

1 

4 14 

1 24 16 ! 

X 3 0 

Bejhai 

1 

4 8 

1 20 14 

1 1 6 

Bajra 

1 

0 6 

1 11 11 

0 SI 7 


Am$imtnl Repori Palieai, 1875 
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•Kotkhai Itaqa, Simla dttiriet. 


Seers per rupee. 



Unhusked 

nee. 

Koda & 
Bathu. 

Wheat. 

1828 

30 

85 

30 

1856 

28 

34 

28 

1882 

20 

32 

24 


** Ghi now sells for li seers the rupee ; and 

m 185& it IS said to have sold at 2^ seers Cow 

and bullocks sell at from Bs. 8 io Bs. 16 each*. . ; 
and are said to have been worth just half this 
value thirty years ago,” 

Kotgfxru llaqi, Simla dniritt. 


Plough bullock ... 

1840 

Bs. 

5 

1883 

Bs. 

10 

Cow 

5 

10 

Sheep 

3 

5 

Gbi, seers per Be. 

3 

H 

Wheat „ „ 

35 

28 

Bice, unbusked. 

Beers per Be. 40 

24 

Maize, „ „ 

47 

36 


Sittlement Reportf Simla Diilrtet, 1881-8E. 
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Mamdot Ilaqa, dainci 



Sftilemint Beport Ilaga 
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Ferozpur. 
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PBICBS 


b8K)B* 1861 

places current 


Hanpur 

SEBBil TB* 
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7RICES BIFOBS 1851 
town (Hazara disfriet). 

BUFES. 


1 

Rice. 

"«s 

s 

n 

•o 

S ja 

ss 

S 

o 

s 

§ i 
o 

1 O 


8 

24 

66 

45 

34 

44 

12 

16 

8 

18 

58 

48 

32 

48 

16 

14 

8 

20 

50 

31 

30 

40 

15 

18 

6 

13 

20 

32 

13 

38 

12 

14 

9 

16 

35 

25 

23 

25 

14 

12 

9 

14 

19 

26 

13 

24 

15 

15 

10 

15 

40 

40 

20 

50 I 

12 

12 

9 

16 

53 

55^ 

24 

40 1 

12 

10 

8 

18 

40 

1 

27 

45 1 

10 

15 

1C 

13 

60 

1 120 

25 

50 

15 

20 

10 i 

18| 

42 

1 40 

30 

36 1 

15 

20 

10 1 

174 

SO 

i 48 

25 

38 1 

16 

21 

9 ' 

16^ 

54 

52 

?1 

40 ' 

16 

18 

9 

15 

36 

35 

25 

35 

i5 

20 

8 

16 

44 

40 

20 j 

30 ; 

20 

16 

,71 

19 

55 

50 

26 1 

40 ; 

15 

20 

9 

16 

60 

55 

30 

52 

n\ 

1 19 

9 

IS 

112 

100 

35 

60 

19 

2C 


19 

100 

90 

34 ; 

75 

24 

21 


18 

43 : 

40 

31 1 

38 i 

13 

18 

11 

16 

44 

44 

24 

32 

14 

16 

10 

18 

60 

50 

30 

50 

18 

20 

5 

15 

50 

52 

30 . 

45 1 

17 

205 

5 

15 

64 

59 

40 

45 ' 

18 

28 

4^ 

16 

58 

58 

29 

50 

13 

28 

9 

20 

88 

90 

32 

60 

16 

23 

l^ 

16 

40 

37 

25 

37 

16i 

16 

12J 

12J 

35 

35 

24 

30 

11 

17 


district, 1868-74. 




ten 1B58. 

1 lule. I I 

1 

...10 0 0 18001000 

EemriebuSalo 00 0 0 50 0 0 60 0 0 


Sbeep 
Hilcb goat 


Goat 

Ghi, 60616 per 1 
Be. 1 

Goat'6 ban, 1 

seers per Be* I 
Sheep’s wool, | 
seers, pet Be. 
Country cloth, 
yards per Be*| 


.5 0 0 40 0 0 55 0 0 
010 0 1 0 0 1 0 0 

1 010 0 1 0 0 1 0 0 

1 8 oU 0 0 2 0 0 


Botara ditlriet. 
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Set Uaient Report^ ffazatadltlrkt^ 186S-74 
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pklCBS BBTOBB 1861 
Price of SulltyTct- 

{Bohta}. dtttnet) 


Year 


4?63 

1865 

1866 
1867 


^ 1 Tniftl Average 

"IS? Pn- 



1868 

5 576 


1869 

13,854 


1870 

5.426 


1871 

4 885 


1872 

11.051 


1873 

10.787 


1874 

5.869 


1875 

8,093 

1876 

\ 14.031 

3877 

11.398 

1858 

22.839 

1879 

18.541 

I8f0 

8.901 

18B1 

‘1 19,210 1 

18B2 

1 

1 A„».ocre .. 

i 12,659 



the rise of Prices in India before the war 
and the Report of the Prices Enquiry 
Committee. 

The yeai 1905 marks a new epoch m the 
history of Indian prices. Before 1905, whilp 
famine or scarcity raised prices* favourable 
monsoons lowered them. The rise in prices, thus, 
lasted for a short time. For example, the index 
number, which was 149 m 1809 and 123 in 1870 
fell to 92 m 1871 ; it was 174 in 1878, but 96 m 
1881 and 95 m 1882. It is for the first time in 
the quinquennium 1886-90 that we are unable to 
explain the high level of prices (the famine m 
Ganjam and the scarcity in Behar were only of 
local impoitance), and from 1890 to 1905 we 
notice that prices fall more slowly with the 
return of good seasons. For example, the index 
number did not fall below 114 m 1894, and in 
spite of the favonrable monsoon conditions in 
1902 and 1903, and the bumper crop of the 
following year, it was three points higher m 1904. 
Since 1905 the prices of food grams have risen 
almost continuously. Along with the prices of food 
gtaina those of almost all other articles have beep 
rising since 1905. 
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Attention was called to the general rise of 
prices in India by an annonymons writer in the 
Economic Journal for March 1907 He con* 
domned the Indian currency system as inelastic 
and tuod to show that this inelasticity was the 
cause of the use of prices — 

“The GonciusiOQ therefore cannot be resisted 
that the floods of lupees entering the country in 
the busy season must, finding no employment 
theieaftei, choke the circulation in the dull season 
and raise prices whilst each succeeding year the 
demand glows like a snowball falling down a 
elope ’’ 

In the Budget debate of Maich 1908 Mt. 
Ookhale drew attention to the use of puces 
which he attributed to the heavy coinage of rupees 
by the Governineat of India, and pressed for the 
appointment of a committee to consider the 
whole question of the rise of puces Writing in 
the Journal of the Royal Statisticaf Socxety for 
Beptemboi 1909, Mr Fred J Atkinson, sometime 
Accountant General of the United Provinces, 
reached the same conclusion, that the question of 
a ledundant currency was mixed up with the 
curicncy system of India and that the redundancy 
was due to the fact that the currency was not 
automatic 

The Government of India oppointed a 
Gommittee for the investigation of the problem 
m 1910 The Committo submitted its report in 
1914 Its chief conclusions are summarised 
below. 

The Committee recognised that “up to 1905 
the fluctuations in the prices of food* grains and 



TBE EISB OP PUICB3 IN IHDIA BBTOEE THE WiE 91 

pulses depended largely on the agiicultural con- 
ditions m India”. But a sharp and rapid rise of 
prices began in 1905 which was not always wholly 
due to unfavourable agricultural conditions. 
“Taking India as a whole, the agricultural con- 
ditions were not seriously adverse either in 1905 
or m 1903. Still these years appeared to have 
ushered in a new peiioi m the histoiy of Indian 
price levels, the predominant characteristic of 
which was the existence of famine puces without 
famine.”* 

It has been shown that prices rose in India 
to a greater extent than m European countries. 
In view of this fact the Committee consideied it 
necessary to examine at length the piobable 
causes of the rise of prices peculiar to India The 
general causes of the rise of prices throughout the 
world weie a shortage in the supply of, or an 
increase m the demand for, staple commodities 
in the world’s markets, the increased gold supply 
from the world’s romes; the development of 
credit , and destiuctivo wars and the growth of 
armaments 

Games of the rise of •prices peculiar to India. 

“ One of the principal causes,” says Mr Datta, 
“ which has led to the rise in prices m India, 
is a shortage of supply, particulaily in the case 
of food grams. By shortage of supply is meant 
not that the total production of the country has 
actually contracted as compared with the basic 
period (1890 94), but that production has not 
kept pace with the growth of internal consumption 
and external demand.”t 


Bepjrt p 


t Roport, p 53 
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Mr. Datta then pxoceeds to discuss the prob- 
able causes of the shortage of supply. 

Grotcih of cultioatton not commensurate tcith ' 
the growth of populahon. 

On page 58 of the ICeport Mr. Datta gives 
a table comparing the growth of population with 
that of production of food grams and the extension 
of cultivation, which is reproduced below;— 
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“ It may safely be concluded from tho abovoj” 
says Mr. Datta, “ that population has incieased 
by a larger percentage in tho period under enquiry 
than either the total area under cultivation, the 
area under food grama or tho total production of 
food grains ; or in other words, the requirements 
of food grains for inteinal consumption have 
increased in a larger proportion than the total 
production of food grams ’ 

The table, however, does not show any very 
great disparity between the growth of population 
or internal demand and the growth of production, 
except in the quinquennium 1905 03 to 190D*10 
The exports of food grains from India (exclud- 
ing Burma) to other countries were — 



•Ibid. p. 68. 
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On the whole Mr. Datta concludes that the 
decoand, for both internal consumption and 
export, increased more rapidly than the food 
fiupplj. The shortage of supply was greatest in 
the quinquenmam 1905-09, hence the great rise 
in prices m that qrunguenTiium 

Unsensonhle rainfall. — Reference has already 
been made to the severe famines of 1896-97, 
1899 00 and 1907-08. There was scarcity in 
particular parts of the countr} in 1891-92, 1905 00 
and 1906-07, 

It cannot be doubted that the rise m puces 
in particular years was aggravated by uafavout- 
able agricultural conditions. 

of non-food crops for food crops. 
The cultivation of non-food crops, )ute, cotton 
and oil seeds grew steadily during the period 
1890-1912. The area under food grama actually 
contracted m some parts of the country, while m 
others, its giowtb was retarded, with the result 
that theie vi as a dunmutiou m the food supply of 
■of the country. 

Inferiority of new lands taken vp for cultivation^ 
In the populous parts of the country all 
lands that were good had already been brought 
under cultivation and whatever new lands were 
taken up were necessarily of an inferior quality. 
The produce of these znfenor lands cannot be so 
good as that of the richer soils, and consequently 
the addition of these poorer lands has dmimshed, 
to some extent, the average yield pen acre for 
India as a ^ihola,’* 


tltld p C3 



THE RISE OP PRICES IK JHDiA PCFOBE THE T\AE 95 


Inefficient hllage.^ln particular parts o£ the 
country, it is probable that the cultivation of 
land became less efboent than before on account 
of scarcity and dearness of labour and plough 
cattle, but Mr. Datta doubts “ whether this had 
any appreciable effect on the total out-turn of the 
land.” 

Decrease tn the productive ‘power of the soil. 
Many people think that the productive power ot 
the soil in India has decreased. The opinion of 
the majority of the experts quoted m the Beport, 
however, la tnat there is no justification for this 
belief, and Mr. Datta concludes that on the 
whole, there was not much decrease during the 
years 1890-12. 

Increased demand for commodities tnlndia.^ 
The general rise in prices, says Mr. Datta, is due 
in part to the mcreasod demand for all kinds of 
commodities. The chief cause of the increase in 
demand is the rise in the standaid of living 
amongst all classes of the population. ” But, it 
IS difficult to say,” Mr. Datta says, "whether 
improvement is the cause or the effect of the 
higher level of prices. These two act and react 
upon each other.” 

Expansion of Commtimeaiions. — On account 
of the gieat development of roads and railways 
the isolation of the Indian village has ceased and 
the whole of India has become one market for 
many classes of commodities. A deficiency in 
one part of India is made good by importation 
from other parts and prices throughout the country 
tend to rise. '* The lowering of the direct and 
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indirect cost of transport in India itself and be* 
tween the Indian ports and foreign countnes,” 
says Mr. Datta, “ is another of the most import- 
ant causes which nave raised the geneial price 
level in India ” • The prices in sea-port towns 
rise and fall m sympathy with prices m 
foreign countries, and the redaction m sea frieghts 
has mads tbs connection between the Indian and 
foreign piico levels still more intimate. The 
lowering of the cost of transportation within the 
country has tended to make prices in inland dis 
tcicts approximate more and more to those 
prevailing in sea port towns and central markets 
Xeiprouement xn general monetary ond6anti»iy 
facihtiei and an increase t» credit —As compared 
with the average of 1890 94, the capital of banks 
m India, in 1911, increased 115 per cent; deposits 
232 per cent, and Clearing House Beturns 210 
per cent , while business increased 122 per cent 
only Credit, Sir Datta concliuiles, "contributed 
to a certain extent to the iiae in prices m India " 
The marginal summary reads — '"Growth of oiedit 
' — its considerable influence on prices " 

Increasan t?ie cticnlation of rupees — Thecir- 
oulation of lupees increased 64 per cent in 1912 as 
compared with the 123 per cent increase in 
business Mr Datta's general conclusion is that 
■" the growth of the volume of currency (mcluding 
notes) has not been incommensurate uith the 
growth of business and other demands for currency 
and in the absence of any indications of a redun- 
dancy of rupees for any length of time, it is clear 

* Ibid p SI 
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that the rupee comage of the Government of 
India could not have excercised any impoitant 
influence on the level of prices.” He also attempts 
to show that the coinage of rupees is compulsorily 
undertaken by the Government when the demand 
for rupees depletes the currency reserve ; that the 
Government cannot iotce rupees into circulation, 
and that our currency system works quite auto, 
matically as it did previous to the closing of the 
mints to the coinage of silver. 

Examinatxon of the Report on the Rise ofPnces 

"We have seen that, according to Mr. Datta, 
a compaiative shortage of supply was one of the 
most important causes of the rise of prices in 
India before the war. The Government of India, 
however, do not accept this view. They point 
out, in the first place, that the commercial crops 
occupy a very small proportion of the total area 
under cultivation, and that in the country as a 
whole there has been no substitution of non-food 
crops for food crops. Secondly, they do not 
regard Mr. Datta’s estimates of outturn as 
reliable. The area under cultivation, as we have 
seen, expanded moie rapidly than the population, 
except during tho qtunquennium 1895-99 to 
1899-00, while between the growth of population 
and the extension of food cultivation there was 
“an almost precise parallelism.” They also 
point out that the area urigated from State owned 
somces nearly doubled durmg 1899-1912, Lastly 
they agree with Mr. Datta that the export of food 
grama excercised a negligible influence on their 
prices. What is the explanation of the rise of 
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prices if it "was not due to a comparatiTe shortage 
of supply ? The GoTemment of India agree with 
Mr. I)atta that the nso of prices during 1890 1912 
was not the effect, but the cause of the increase 
ih the Circulation of rupees, and that the extended 
use of credit had “ au important effect on prices '' 
They, however, aeem to attach more importance 
to world factors tlan to this or any other cause 
peculiar to India From 1890 to 1905, “Prices 
rose or fell in the mam in accordance with changes 
in the agricultural conditions from year to year.'* 
The causes of the nee of piicos since 1905, “ roust 
ho sought, for in a dtSerent and mdependent group 
of circumstances ” 

To this view, however, it may be objected that 
if out price level rose under the influence of the 
rising price levels of (o’-eign countries, it could 
not have risen to a greater extent than the letter. 
The rise in puces m Germany and the United 
States fls Ml Datta says, can be partly account' 
ad for by their protective taiiSs and the growth 
of industrial and commeicial corobmations in 
these countries But how tu account foi the 
great rise in prices m ludia ? Thera must be 
some cause or causes of a general nature, peculiar 
to India, which began to act on out price level 
after the year 1905 In no other way can the 
general rise of prices m India, which was gi eater 
than that in any other countij, bo explained 

The expansion of commurncations and the 
lowering of the cost of tianspoitation in India 
and foreign countries is not the cause we are 
soekibg. Tho increase in tho facilities of com- 
mhmcation and tho loneiing of sea freights un* 
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Joubledly Iihked olir prices to the woild prices 
inore closely. They explain why our prices began 
to rise in sympathy with the world's prices— but 
they do not explain why our prices rose more 
rapidly and to a greater eixtent than prices in 
other countries. 

it>e Ivfiuinei of credit on pri'et in India. 

The effect of the increase in the use of credit 
inatrumenta on prices m India is thus summarised 
in the Government Eesolution on the Report of 
the Prices Committee . — 

“ As indicated in paragraphs 214<218 o! the 
Report, the paid up capital and reserve of the 
Presidency and major jomt'Stock. including ex- 
change banks, rose from an average of about 26 
ciores m the dve years 1890*94, to an average of 
61 in the quinquennium 1905 to 1909, and of 88 
in the years 1910 and 1911. The increase has 
been specially rapid since 1900. The deposits 
which in that year amounted to 31 crores, lose 
to 61 crores m 1905, 73 m 1909, 82 in 1910 and 
85 m 1911. Again between 1890 and 1912 the 
Value of the cheques cleared at the Clearing 
Houses m Calcutta, Bombay and Madras increased 
from 138 to 517 crores. There can be no doubt 
that, as observed by Mr. Datta, (page 83, para- 
graph 214, of the Report) the extended use of 
credit has had an important effect on puces.” 

For reasons explained below I find myself 
unable to accept this view. 

In countries like England and the United 
States of America credit matrumauts are used 
in the great majority of transactions and credit 
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m these countnes exercises an important influence 
on prices About three-guatters of a century ago 
an attempt was made to determine tbs relative 
proportions of cash and credit payments in 
business transactions m England The report of 
the banking house of one Mr. Slater, for the year 
1857, showed that the percentages of receipts and 
payments were gold and silver coins less than 
3 pet cent., Bank of England notes 7 per cent, 
and credit instminents 90 per cent In 1865 
Sir John Lubbock read a paper before the Koyal 
Statistical Society in which he gave the following 
cUssiflcation of £ 19,000,000 paid over the 
countei of his bank by his London customers — 
Cheques and bills £ 18,395,000 (97 per cent) 

Bank of England’s notes,. 408,000 (2 per cent) 

Notes of other Banks > 79,000 (4 pet cent) 

Coins „ 116,000 ( 3 pet cent) 

£ 19,000,000 

As regards more recent times we have Mr. 
Hartley Withers' assurance that the currency 
that England’s cheque paying banks create “settles 
the great majority of commercial and financial 
transactions and much of the retail traffic of daily 
life."* 

As regards the United States of America, it 
is estimated that credit inetruments are used, 
roughly, in 75 per cent, of the business transac- 
"tions. Considering that credit instruments are used 
IQ the great majority of transactions in countries 
like England and the United States, it is not 
eurprismg that an appreciable increase or decrease 


Mesti'ng of Money, p 13$ 
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in the credit Circulation m such countries has an 
important effect upon the level of prices. 

But the case of India is different. Here cash, 
and not credit, is used m the great majority of 
transactions. Banking is m its infancy m India. 
The number of banks is small and the bank 
deposits as corapared with the total volume of 
of business tiansactions in India are infinitely 
small. Now the cheque is the most important of 
all credit instruments. "When Irving Fisher and 
others talk about credit and its relation to prices, 
they use the word chiefly in the sense of ‘check* 
able’ deposits. But the extent to which cheques 
are used in India in making payments is very 
small. The use of cheques is limited to Calcutta, 
Bombay and bladtas and other capital towns. 
It may also be pointed out that India being an 
agricultural country, a very large number of our 
transactions must consist m the purchase and 
sale of agricultural produce. It is well known 
that the Indian cultivatoi has a decided preference 
for coins, and that he looks even on currency 
notes ’ftith suspicion. It may be doubted whether 
payments are made to cultivators by cheques 
even in 5 per cent, of the transactions. Some 
evidence on the use of cheques in India was taken 
by the Chamberlam Commission, which may be 
quoted here. Mr. Henry Marshall Eoss,* a witness, 
was of opinion that the use of cheques could be 
advantageously extended even m the Presidency 
towns. “ It 13 very poor at present,” he said. 
He was asked whether the use of cheques was 
likely to curtail the circulation of currency notes 


* A Calcutta export xoercliBiit. 
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■and ‘whether it was probabla that cheques would 
"ba used at all throughout the country beyond the 
presidency towns. His reply was " not withm 
any peiiod I can look forward to tuyseH. They 
will be confined to the Presidency towns’ business." 

Important e-videnca in this oonneetion was 
given b}' anothei witness : * 

Q. 4108 (Mr. Keynes). Can you tell us in 
what class of transactions you find it possible m 
your business to use cheques ? — Speaking of my 
own business I use cheques practically m every 
case Mo matter what the kind of payment, €3i;oept 
for wages and salaries which I always pay in cash. 

4103— If you are buying produce of aji Indian 
trader, would yon pay him by cheque ?— Very 
rarely. Ho probably wants either curiepcy notes 
or actual casL 

4109— Then these cheques which you men- 
tion are paid to English merchants P^That is so 
largely. 

4110 — And except when you aiemaking pay- 
raents to other English merchants you would 
not use cheques much ? — No, broadly speaking I 
should not. 

In a memorandum submitted by the same 
witness to the Comnussion, he had referred to 
the possibility of the use of cheques being gradual- 
ly increased throughout the country. The 
•Oommlssion asked him whether he thought that 
-would be a speedy process, Tne witness said "No”. 
■What he had in his mind more particularly was 

* bJT Alaiaoder ilvUobert, a woeliea inaaofMtDJ-pf 
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the EMxopeau Commvmity using cheques moie— 
f , the native does pot to any great 
extent use cheques for large apiountSj” be 
added. 

Q. 4072, And it is not likely that he will ? 

“I do not think bo for long time to cpme.” 

Enough has been said to show that cheques 
are used only to a very limited extent m Inida. 

The arcount oi cheques cleaied at the Clear- 
ing Houses at Calcutta, Bombay, and Madras, as 
compared with the average of the five years 
1890 94i shows a gieat increase , it is 8 53 times 
as large , the amount of cheques cleared at 
'K.aiachi increased from Re. 179,00,000 to Rs. 
11,60,00,000, that is, 548 per cent But for our 
purposes it is important to know, m the first place, 
what proportion of the cheques cleared represented 
commercial ae distinguished fiom banking opera- 
tions, and secondly, what proportion the amount 
of cheques used lu commercial transactions 
which passed through the Clearing Houses, bore 
to the total value of ail commercial transactions. 
It is important not to confound banking opera- 
tions with commercial transactions Banks ^‘daily 
•receive and tiansfer many checks the sole function 
of whose receipt and transfer is to facilitate ex- 
changes among banks or between banks and 
■Clearing Houses — transfers which in no other 
way represent commercial transactions. Such 
transactions are part ol the country’s banking 
machinery and then ratson d’etre is found in the 
credit mechanism of exchange itself.’f* "When the 

* Ucmej ftnd hiices i’lvf l!.. W Kemmerter, p 11^ 
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amount of the cheques cleared increases from 
Es. 79,00,000 to Bs. 11,60, (K>, 000 it may be of 
course presumed that the amount of cheques used 
jn commercial transactions has increased, hut it 
TOll be wrong to suppose that it has increased 
548 per cent. 

Secondly, if the proportion of cheques used m 
commercial transactions to the total value of 
of transactions was msignihcant m the beginning, 
the effect upon prices may be inappreciable even if 
the amount of cheques increased 5, 6 or 10 times. 
It IS not the amount of cheques but the pro- 
portion of the commercial transactions la which 
cheques aie used to the total volume of business 
transactions that is important. 

It may be useful to eummanse oui conclu* 
BionsBofai. We have seen that the expansion 
of commumcatioDS and the lowering of the oast 
of transportation in India and between India and 
foreign countries do not espUin the great use of 
prices in India. Our prices, it has been argued, 
could not have risen to a greater extent than 
prices m other countries m the absence of causes 
peculiar to India tending to raise prices. Of these, 
to which great importance is attached by Mr. 
Oatta, IS the compaiaiive shortage of supply, 
but there are good i^sons for believing that 
during the whole peiiod 1905 12, the growth of 
population was not muidi more rapid than the 
growth of food supply. The increase m the cost 
of production Mr. Oatta regards as the effect 
rather than the cause of the rise of prices. The 
only other remaining causes peculiar to India 
which might have raised our prices are (1) an 
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increase in credit and (2) an increase in the volume 
of the rupee currency. Of these two, it has been 
shown, that the first could not have exercised 
any important influence on out puces. We have 
now to consider whether the rise of piices was 
in any measure due to the redundancy of cur- 
rency, An attempt will be made to show that the 
question of the rise of prices in India is intimately 
connected with that of the nature of our ouirency 
system. A gold exchange system, in practice, 
does not woik automatically, and it is for this 
reason that our rupee currency became redundant 
during the years 1905-12, and prices rose. 

The official view is that the gold exchange 
system works automatically and that the currency 
cannot become redundant. Bupees are issued 
into circulation only to meet the demands of 
trade. Not a single rupee can be forced into 
circulation. In reply to Mr. Gokhale’s suggestion 
that the rise of prices during 1904-07 was due to 
the over-issue of rupees. Sir E. Baker, the 
Finance Member said “The whole of the new 
coinage that we have undertaken during this 
period has been undertaken solely to meet the 
demands of trade Not one single rupee has been 
added to the eiiculatiou except to enable us to 
meet those demands.” 

What would happen if the Government over- 
estimated the demand for rupees and over-coined? 
“Then what would happen would be that the 
superfluous rupees would lie in their various re- 
serves, but not in actual ciiculation. You cannot 
force rupees into circulation,” said the late Sir L. 
Abrahams of the India Office iii the course of his 
evidence before the Chamberlain Commission. 



t 06 TDB EI'I® or rsicca is ikdu bufore thb wab 


Mr. Datta also eayav— 

“ Bupoes when leqtui’efl by the trade are 
•ordinauly supplied in hon of gold or Council bills 
fiom the cuireuoy reserve or the silver branch 
of the Gold Standard Besorve (now abolished). 
When the amount of rupees iq the silver portion 
of the Paper Currency Be8ei,ve falls to the margin 
of safety, tha Government of India recogmae 
that the time la drawing near for the coinage of 
new rupooa. And wben the percentage of the 
rupee reserve in the Currency to the circulation 
becomes very low, coinage le compulsorily under- 
taken by Government." 

So far as the addition of the rupees to the 
ciioulation is concerned, the only diSeronce be* 
tuoen the existing sysvem and the system wbio^ 
existed before lb93 is, that while in the one case 
rupees ate issued in exchai^o for the imported 
gold and Council bills, in the other case they could 
be obtained directly by the minting of bullion at 
the option of its owner. 

In a monetaiy system with an open mint, 
the currency decreases automatically when the 
use of puces causes impoita to mersaso and 
renders the export of gold or silver necessary. 
The cuculation is thus reduced and prices fall. 
Under a gold exchange system an adverse balance 
of trade cannot be ^justed by the exportation 
of the token corns. The tokens must be converted 
into gold (or bills payable m gold) for that purpose. 
The Government of India have undeitaken the 
obligation to do so, whenever the need arises. 
This IS the outlet provided for the excess currency* 
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“Wben Reverse biUs ar® sold, tl o currency contracts 
and prices should fall The surplus rupees do no^ 
go back into circulation until the trade demand 
•for them revives, It is thus shown that our 
•currency expands and contiacts by an automatic 
process. 

Agaipst the view that our currency is autom- 
atic it may bo urged that Bome of the causes, hich 
tendtoieduee prices by decieasjng the volume 
of circulation under gold oi silvei monomotalhsm, 
cease to work whep the pimcipal monej of a 
country consists o! token coins. When the rupee 
"Was a full value com it was Jteely exported as 
bullion, it was melted down to make ornaments 
and it was also hoaided. The rupees m the 
hoards or m the form of ornaments lepresepted 
the savings of the people Tie rupees melted 
and hoarded formed a considerable propoitiop of 
the coinage. Mr. Atkinson estimates that from 1685 
to 1662, 34^ per cent, of the coinage of 1635 (five 
Tears) and 1840 (twenty-two years) was melted 
4owu into ornaments, and that the rupee consump- 
tion of the 1862-92 com fox ornaments was 40 
{Stores, which 10 about 20 per cent, of the total 
■coinage of 1862-92. As to rupees hoarded in the 
period 1862.92, taking 24 per cent, of the coinage 
to have been hoarded, the amount would be 49 
gores of rupees, equal to 157 lakhs a year.* 
Hoarding and melting, apait from export, account- 
ed for about 45 to 60 per cent, of the coinage. 

"When the rupee became a token coin, the 
melting of rupees ceased altogether, while for the 

•Joaroal of the Eoyal StatutiMl Soaety, Vol LXXTI, p 647 
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purposes of hoarding, gold was preferred. Now 
20 dealing with the qaestioQ of inflation w e cannot 
regard it as a matter of mdiffeten.ce whether 
people hoard rupees or buy gold with them 
for hoarding purposes, or whether they melt 
down rupees for ma^ng ornaments or buy 
silver with them for that purpose. When the 
rupees are melted down or hoarded, the amount 
of money in circulation is reduced, but when gold or 
silver is purchased with the same rupees, the latter 
fall into the channel of circulation. In the one 
case prices tend to fall, m the other case they 
must tend to use It cannot be doubted that 
the hoarding and the melting of rupees before 
1893 prevented prices from rising too rapidly by 
reducing the volume of the currency, and that 
the change in the character of the rupee, from 
a full value com to a token com, by discouraging 
boariiDg and making it unprofltable to melt 
rupees, contributed m some measure to the in- 
flation of the rupee currency. It really proves 
nothing to say, as Mi. Datta does, that tee 
“ average annual coinage during the eighteen 
years that have elapsed since the closing of the 
mints has been much loss than in the coireapond- 
ing period preceding that date ”* The averages 
are 7 51 lakhs for the period 1874-75 to 1893*94, 
and 5*66 lakhs for the period 1893-94 to 1911-12. 
In the decade following the closing of the mints 
the average net coinage was email, due to a 
deliberate restriction of the coinage to force up 
exchange. If we compare the average coinage 
xn the decade preceding the closing of the mints 
Beport on tbs Jlaquiry uto BiM oi Pnees, p 89 
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TTitb that in the ten years ending 1912-13 (the 
great rise in our prices took place in this period), 
we find that the arerage was Ks. 80b lakhs m 
the earlier period and Bs. 9l7 lakhs m the latter. 
Purther, in comparing such averages we should not 
iorget that beiore the closing of the mints 45 to 50 
per cent, of the coinage was melted and hoarded. 

Xs regards the lasne ol new rupees into 
circulation, it must be admitted that they can be 
issued only in response to the needs of trade. 
But it may be pointed out that the rupee is a 
note printed on siWet and (ot purposes of internal 
circulation it is inconvertible During the period 
of the Bank Bestnction in England, the Bank of 
England notes depreciated m spite of tne fact 
that the Directois bad made advances in notes m 
response to legitimate trade demands, and at a 
high rate of discount “ They thought m this way 
the demands for currency were fairly indicated,’’ 
says Professor Kicholson “and that, therefore, there 
could be no depreciation. But they forgot the 
cumulative effect None of the notes being 
withdrawn or sent abroad, m time the quantity 
became too great, puces rose and infer aha, the 
price of gold.”* 

The Bullion Committee thus described the 
causes of the inflation'—- 

“In the first instance when the advance is 
made by notes paid in discount of a bill, it is 
undoubtedly so much capital, so much power of 
making purchases placed m the hands of a 
merchant who receives the notes, and if these 

* Bcoaomio Jaarosl for Jiue 1914 
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remittancea. But if the foreign demand is strong-— 
the exports, for example, consisting of raw 
materials of which the country in question has a 
monopoly — the level of prices will have to rise to 
a great height before a favourable balance of 
trade is turned into an unfavourable balance of 
trade and the necessity for mailing heavy foreign 
remittances arises. Now, as a matter of fact, the 
balance of trade is generally in India’s favour. 
Prom 1898 to August 1912, the balance of trade 
was unfavourable to India for a short time in 
1907 «03, when 9 ctores of rupees were withdrawn 
fiom circulation. The effect of the contraction 
of the circulation upon puces was negligible. 
Prices had risen sharply on a^^^unt of famine in 
1908, with the return of no’Qi^Aconditions they 
retuined to the old levels*, ;ple general index 
number was 133 m 1907, 148 1908, 184 m 

1909, 132 ID 1910, 134 again m 1911 and 141 in 
1912. There is, thus, not much evidence of a fall 
of prices which might be attributed to the with- 
draw! of 9 orores from circulation.*' 

It may be heie emphasised that economic 
forces which tend to contract the circulation and 
lower prices nevei woik so smoothly and 
automatically as is generally supposed. The 
classical theory of the distribution of precious 
metals through changes in prices has certainly 
the merit of simpbcity. “The amount of money 
needed by a country”* says General Walker, 
“ IS that amount which will keep its prices (after 

* Ihe active circuUboD of rapee« aud currency notes is 
fiUinatedto 190 unieB in 1907 nnd 181 ciores in 1908 
U^port on the HiSe of pricts^p 93 
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allowance js made for the cost of transporting 
goods) at a level vnth those of countries with 
■which it has commercial relations.” This la the 
old Bicaidian doctrine. It contains an important 
element of truth, but it ignores economic friction. 
It 18 generally recognized among economists that 
ih!S theory, haW)/ asA 7TOth£*ai iiash&vaiios 

as Eicardo stated it, is not trne Trade balances 
are not ordinarily adjusted by the exportation of 
specie. Voty often the necessity f^or shipping 
gold or importing gold is avoided by readjustment 
in the prices of espoits and imports j a number 
of devices are also employed for preventing or 
lessening the (^’ 5 old from a country with an 
adverse balance the export of gold from a 

country, when place, may make such 

an infinitesimalli^^ttou addition to the world's 
gold circulation, t ..at the effect upon the world’s 
puce level may be ntf. The last point is important. 
Mr. Shiriaa has no hesitation in saying that the 
sale of Beverso bills m 1907-08 had the effect of 
contiacfcing the circulation in India, which lowered 
Indian prices, thereby causing imports to decrease 
and exports to increase. His argument, if any- 
thing, means that, as a result of the export of gold 
from India, world prices rose while Indian prices 
foil, 80 that India became a good market to buy m 
and a bad maiket to sell m. The suggestion that 
the v’libdrawai oS 9 crores from circulation w 
India had that effect seems to be wholly un- 
warranted. 

The Bicaidian theory, as Professor Kinley 
says, JS ‘‘too simple %nd sweeping.” And if the flow 
of gold under the in^nence of changes in puces is 
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not immediate and complete, it is possible that 
a country “ may ior a time bold its supply oi 
money at a level relatively higher than that of 
the world at large, and during that time many 
consequences of great importance to individuals 
and classes may occur because of the difference in 
level.”* 

According to the classical theory gold is im- 
ported or exported, and the amount of the 
circulating medium increases or decreases, accord- 
ing as the level of prices in a country is lower or 
higher than the world’s price level. But it is 
easy to show that the infiow and outflow of 
gold has generally no appreciable eSect on the 
export and import of goods. Apologising for 
introduciQg evidence on so simple a point, Laugh- 
lin shows that while prices in the United States 
were rising from 187y to 1883, instead of a falling 
off in the value of exports there was an advance. 
" Indeed, instead of a restriction of exports be- 
cause of the imports of gold tbeie was a heavy 
excess of exports ovei imports of goods 
during the whole petiod.”t In the case of our 
own country the averse annual imports of 
treasure (net) m the quinquennium 1909-10 to 
1913-14 amounted to £ 25,919.000 as compared 
with £ 17,503,000 for the quinquennium 1904-05 
to 1908-09 and yet prices were higher in the 
former quinquennium. 

It thus appears that if a country’s currency 
consists of token coins which are convertible into 
gold only for the payment of international 


* “ Moi>ey ” by K'nley. p 96 
t Piiaciples of Money p 374 
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zadebtadasss, and il ihe balance of irade is la tb® 
counkry’s favour, so teat the supply ol tok«na 
constankly looreasaa, za time the currency may 
become redundant. In the long lun, of co<ir8®» 
the rise of prices would lead to the esport^fion 
of the excess currency and prices must fall, bub 
the long run may prove to be a vary long run 
indeed And m the meantime, because of the 
depreciation of money, important consequeocss 
may occuv to various classes of the community' 

If hir h n If »»<i tk h'lfl fl/ Pftf' 

One of the arguments used by Mr Datt;^ JO 
suppoit of his new that t»o rise of prices was oot 
due to tbo leduadaacy of cunoncy is that froa 
1898 to 1913, 1 10 exchange value of the lupe^ in 
tei ms of gold never fell below Is id. (except tQ 
1908-09), fiom which he mfei 3 that tho cuir^fioy 
never became inflated (except in part of the 
1908 09). Ho says — 

“ Tnioughout the period under enquiry thare 
■were also no signs of a redundancy of lupoes 
any lengtii of time as it would have led to tho 
export of gold la the lorza of currency oi halUoa 
and a continued fall m exchange, Tne etatenjent 
below shows the imports and experts (less the 
quantity of gold produced in India) of gold '^^d 
rates of exchange It will appeal tx at since the 
stability of the gold value of lupeo was e^t®- 
blisnedi exchange fell below the fixed ratio of Jbd. 
per -r'upee only in the year 190 j 09, and tb®?® 
■were sigus of redundancy of rupees for a part oi 
that yaai, when the export trade was stagnant 
and thare was a financial crisis in America, but 
the Government of India were, by soiling bills on- 
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London, able to immediately arrest the downward 
course of the exchange, and the imports of gold 
more than recovered in the next year. Except, 
therefore, for only a portion of a year, there have 
been no indications oi a redundancy of coinage in 
India.”t 

It cannot, of course, be denied that there is 
an intimate connection between the value of 
money and exchange. The depreciation of cur* 
lency muat effect the exchange. This is one of 
the truths established by the Bullion Committee. 
If, nndei a paper or silver currency, the market 
price of gold exceeds the mint price and the 
exchange falls beyond the cost of transmission of 
specie, then the common cause of the premium on 
gold and the fall in exchange is the depreciation 
of money. The exchange, more fully, is subject 
to two sets of influences, to fluctuations of limited 
extent caused by changes in the ratio of the supply 
of bills to the demand for bills, and secondly, to 
fluctuations of almost unlimited extent caused by 
changes in the value of money. The second set of 
influences affect the exchange far more powerfully 
than the first. If money depreciated 50 percent, 
exchange would also fall 50 per cent The fall in 
exchange is thus a sign and the measure of the de- 
preciation of money Before the closing of the mints 
to the coinage of silver onr exchange was subject 
to both kinds of influences. The depreciation of 
the rupee caused aheavy fall in the exchange. The 
bullion value of the rupee governed the ex- 
change — or, in other words, the exchange depended 
on the market price of silver. But the rupee 


* Uepott p. 94 
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became a token coin in 1893, Its value wag 
aitificially fixed at Our exchange ceased 

to be affected by the second set of influences, » 
the fluctuations caused by changes in the value of 
the currency It rose or fell within the specie 
points as the supply of foreign bills happened to 
be greater or less than the demand. As long as 
the Government had plenty of reserves abroad 
against which they were able and wilhug to sell 
starling bills whenever the need arose, the ax- 
cbango could not fall. The rupee m terms of 
gold could not depreciate. But no means could 
he devised to prevent the depreciation of the 
rupee in terms of commodities. And therefore 
we have the atrange phenomenon that while the 
exchange remained stable, the rupee continuously 
and heavily depreciated m terms of commodities 
iQ India. 

In 1903'09 the exchange fell below Ir. 4d. 
per rupee, and according to Mr. Datta “ there 
were signs of redundancy of rupees for a part of 
that year.” But tbo redundancy of currency is 
not regarded as one of the causes of the crisis in 
exchange of 1907-08. The crisis m America and 
the heavy decline m Indian exports sufficiently 
explain the situation which arose in India in the 
latter part of 1907. The number of importers, 
for the time being, being greater than the number 
'of/expoiters, the supply of foreign bills was less 
than the demand and exchange fell. “ It is when 
the holder of rupees is looking about for sterling 
in order to pay his debts to his creditors in Man- 
chestar that a fall m exchange occurs.”* The 

* b\T (i)on>‘t Abraham* in his endeuM befoie ths 
l»in Comroisiwa 
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difficulty was mcieased by the policy adopted 
by the Governnaertt m regard to gold at 
the beginDing of the crieis. It is said that when 
the crisis came some one asked for £10,000 of 
gold from the Accountant General of Bombay, and 
the Accountant General said, “ Why do you ask 
for it Sir Edward Baker, the Finance Mem- 
ber, was wired to and he said “ Gold is not for 
eaport, it is only for internal purposes.” If the 
Government had given gold freely for export, or 
which 18 the same thing, declared their intention 
of selling sterling diafts on London freely as 
soon as the exchange began to fall, the exchange 
would not have fallen below specie point, whether 
the courrency was redundant or not. And when 
they actually did announce their intention of 
selling Beveise Councils, the fall in exchange was 
arrested. This point deserves emphasis, foi 
under a gold exchange system, that is a system 
under which the rate of exchange is controlled by 
Government, the stability of exchange is no 
argument against th© existence of a leiundancy 
of currency, nor is a temporary fall in exchange 
a necessary consequence of inflation. There is, 
in fact, very little connection between the volume 
of a token currency and a ‘managed’ exchange. 
Interesting evidence on this point was given by 
Sir Lionel Abrahams of the India Office before 
the Chamberlain Commission. — 

” I think the connection between the volume 
of token coinage and tba stabibty of exchange is 
very remote, as indeed is shown by the fact that 
now at this moment the token coinage is of 
greater volume than ever before, and I think one 
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might almost say that exchaoge is more stable 
than it ever has been. According to my view the 
stability of exchange depends on trade conditions, 
and the trade conditions may be affected, I admit, 
but are slowly and indirectly affected, if at all, by 
changes m the volume of currency”. 

Important changes in the volume of currency 
■would affect exchange in the long run If the 
currency expands, other things being equal, prices 
must rise The use of prices encourages im- 
porters, discourages exporters and tends to turn 
the balance of trade against the country. Ex- 
change therefore falls A contraction of the 
currency, similarly, lowers the level of prices and 
tends to raise the exchange value of the token 
currency, other things being equal. But other 
things are never equal, and it was never more 
true than m the present case that long 
period results do not exist, their universe is the 
abstract 

It has been thus shown that during the 
period 1898-1912 the movementB of exchange and 
prices were entirely unconnected with each other. 

The IncTtatf tn the Jtu/ee TircjlaUun oi umpafeJ 
leith ihe Growth oj Buexnett, ] 890- *9 II 

5It. Datta’s conclusion that the increase in 
the quantity of rupees in cii-culation had no 
important effect upon the level of prices is based 
upon hig statistics of the growth of business. 
These statistics show that in 1911 business 
increased 122 per cent, and that the growth "jvas 
specially marked from 1904. More currency was 
therefore required to salary the growing needs of 
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tradeu Mr. Datta says : “ In the absence, there- 
fore, of any marked increase in the rapidity of 
circulation of credit — and we have had no evidence 
of any remarkable change in the rate during the 
last two decades — the demands of business would 
necessitate a corresponding increase in the volume 
of curieney and credit. But the volume of rupees 
and currency notes m actual circulation has 
increased only 60 per cent, as compared uith the 
120 per cent, incieasem the growth of business.”* 
Considering that tne supply of rupees increased 
much leas rapidly than the demand, prices should 
have fallen. Tire development of credit, however, 
was much more rapid than the growth of business, 
and the growth of credit, according to Mr- Datta, 
had an important effect on the level of prices. 

The effect of credit upon pnces in India has 
already been discussed- It remains to consider 
whether the increase in the volume of money, 
apart from credit, was less rapid than the growth 
of business. The following points may be noted : — 

1. Mr. Datta’s estimate of our rupee ciicu- 
lation does not include the circulation of 
soveieigns. But the sovereigns formed part of 
our circulation before the war and their absorp- 
tion into the currency was increasing every year, 
and foi that leason they should have been 
included m the estimate of the active circulation 
in considering its effect upon puces. 

2. Mr. Datta neglected the circulation of 
small silver coins without giving any reasons. 
The fractional silver currency is used daily m 
retail transactions of all kinds. The rapidity of 

Beport on the Enquiry into the Bise of Pricea, p. 9i> 
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circiilation of these eoms 13 also great. Mr. 
Atkinson regarded the cirenlattoD of small silver 
coins as an important item in India. “The 
circumstances of India ate such, •vj-ages being 
comparatively bo low that the circulation of small 
silver coins might, at any time, if issued in too 
large or too small quantities, assist in inflating 
or contracting the currency, and consequently in 
estimating the total active monetary circulation, 
the circulation of small silver coins should be inclu- 
ded.” Four half crowns according to Dr.SIarhsall 
affect prices m the same way as a half sovereign. 
(Gold and Silver Comnnssion, Q. 9629). Similarly 
t^o half lupees or four quarter rupees have the 
same effect upon puces as a whole rupee 

8. According to the Prices Committee there 
was not “ any marked inciease m the rapidity of 
curiency and credit ” during the period under 
enquiry. The rapidity of circulation depends 
upon certain technical conditions; it increases 
with the developtneut of the means of trans- 
portation and commaoication, increasing density 
of population and concentration of the population 
in towns, the growth of prosperity and the growth 
of business confidence. All these causes, as shown 
by Mr. Datta bimself, were at work during the 
period under enquiry, and it is impossible to 
believe that the rapidity of circulation was not 
affected The increase in the rapidity of circu- 
lation was remarkable enough to attract Dr. 
Matahall’g attention, who referred to it in his 
evidence before thePowlerCommittee (Q. 11,160). 

Bep«t OQ the Eoqnirj u»to tLe bua of Price*, p 92 
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4. It may be doubted whether the genera! 
index number of the growth of business of the 
Prices Committee 13 reliable. The general index 
number is an unweighted arithmetic average of 
the index numbers of the value of imports and 
exports of merchandise and treasure (excluding 
Government stores) ; tonnage entered and cleared 
with cargo, imports and exports, coasting tiade;, 
passengers and freights carried by railways ; 
Treasury and Presidency Pott Trust and munici- 
pal transactions ; receipts and payments ; capital 
of joint-stock companies registered in India, and 
consumption of rice, wheat, jute, cotton and 
coal. 

These indicators are not of equal value for 
measuimg the growth of business ; some of them 
are, at best, indirect indices of trade. The in- 
crease in the number of passeugeis and the 
amount of freight carried by railways may well 
have been due to tbe expansion of the railway 
system and not to any proportionate increase in 
production ; the growth of capital of joint-stock 
companies is also used as an index of credit.. 
Again, treasure should not have been included m 
the statistics of imports and exports, for our 
concern is with goods only, and quantities of 
imports and exports should have been taken instead 
of values. The values of exports and imports 
may increase in a certain proportion, not because 
the export and import trade has increased m 
that proportion, but because prices have nsen.- 
As a matter of fact, the index number of imports, 
calculated at the average prices of the respective 
articles for 1890-94 rose from 99 m 1890 to 174 
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ja 1911, and that of osports from 98 to 162 the 
average index aumber of foreign trade thus 
nsing from 98 5 to 168 while Mr Datta s 
index number rises from 99 in 1890 to 220 in 
1911 

This part of Mr Pattas work le obviously 
of the roughest po'sible nature but he has not 
realised the weakness underlying it It has 
been anowD that Mr Datta under estimated the 
increase in the supply of money by not including 
in his estimate the circulation of sovereigns and 
the fra tional stiver currency and by ignoring 
the probable increase m the velocity of czieulatioo 
As regards the growth of business there 
IS a strong probability that the index number 
222 for 1911 is an over estimate ratber than 
an under estimate in view of tbe fact that is four 
eases Mr Datta uses increase in value as an 
index of the growth of trade and that he assigns 
the same importance to direct indices of trade 
and indirect indices such as passengers carried by 
railways freight carried by railways capital of 
joint stock companies and post office transactions 
It may be pointed out that in each of these cases 
the incTpase in 1911 was greater than the average 


for growth of business — 

Passengers earned by railways 268 

Pneght , 311 

Post Office transactions 261 

Capital of joint stock companies 2b4 

General index number of growth of 
business 222 


To determine whether the rise of prices m 
India during 1904 12 was m any measure due to 
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inflation we may try a new method.* Suppose, 
we take two periods during which prices were 
generally at the same level. Then if the amount 
of the currency had increased during the period, 
it may be assumed that the increase was necessi- 
tated by the giowth of business, for if it had been 
greater or less than the requirements of trade, 
other things being equal, prices would have risen 
in the one case and fallen in the other. The rate 
of expansion of the currency, thus, is that required 
to keep prices steady when business is growing 
in a certain proportion. Now, if during a period 
of rising prices it was found that the rate of the 
growth of business bad not changed while the rate 
of the expansion of currency, consisting as before 
of rupees and notes, had become more rapid, the 
conclusion would be drawn that the rise of puces 
was due to increase in the curiency, provided 
that there was no decrease in credit circulation 
and no decrease m the velocity of circulation of 
money or credit during the period For example, 
prices in 1896 and 1904 were at the same level 
in India,t but the rupee circulation (including 
notes) increased from 127 crores in 1896 to 152 
crores in 1904, the annual rate of increase being 
2*273 per cent. As prices in 1896 and 1904 were 
at the same level, it may be assumed that the 
expansion of the rupee circulation at the rate of 
2 273 per cent, annually was just sufficient for 
the growing needs of trade In the next period, 

* See Ml Hookers’* paper id the Journal of the Koyal 
Etatisiical Society for December, i911 

tThe lodei Namberof rupee pnces stool at 108 in both 
years (Datta’s Report p. 29 ) 
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1904-12 fehe lupee ciiculation increased from 152 
crores to 214 crores, the annual rate of expansion 
hemg 4*375 per cent. Other tJittigi i>a«p tgval, the 
amount of rupees and notes required m 1912 to 
keep the price level steady was 182 crores, % e., in 
1912 the excess of our actual supply of rupees over 
our normal lequirements was 32 crores of rupees. 
But did other things remain equal? 

1. As regards the growth of business, the 
rate of growth, if anything, was slower between 
1904-12 than in the first period. This is only 
natural, oonsidoncg that the volume of trade was 
larger in the second period than to the first. 
Taking imports and exports in the inland and 
foreign trade as our guide, ue find that the index 
number of inland trade rose from 107 in 189G to 
195 in 1904 and 234 in 1911; the index number 
of the value of exports from India (prices caloula- 
ted at the aveiageof 1690'94) loee from 94 m 
1896-97 to 146 m 1904-05 and IGO in 1911-21; 
that Of imports rose from 108 m 1896-97 to 140 
m 1904 05 and 174 in 1911-12- 

2. The rapidity of circulation, as I have 
tried to show above, was increasing during the 
whole period That being so, the rupees and 
notes required in 1912 to maintain puces at the 
level of 1904 was probably less than 182 crores, 
and the excess was probably greater than 32 
crores. 

S. The influence of credit upon prices in 
India IS negligible, but if, as Mr. Datta argues, 
the influence of credit upon prices in India is 
important, the amount of rupees and notes 
sufficient for the “ normal requirements " of trade 
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in 1912 was probably less than Es 182 crores for 
according to Mr Battas statistics the develop 
ment of credit between 1904 12 was much more 
rapid than between 189b 04 the index number 
rising from 118 m 1896 to 171 m 1904 and 286 
in 1911 (average of 1890 94=100) 

4 The folIovFing table shows the net issues 
<jf i 1 and ^ rupee and the absorption of 
sovereigns m India Complete figures for the net 
issues of small silver coins m 1910 11 and 1911 12 
could not be obtained 


1 

Year 

Net issues of i i 
and ^ rupee in 
thousands of 
rupees 

Absorption 
of sovereigns in 
lakhs of rupees 

1896 97 

+ 2 832 


1897 98 

-258 


1898 99 

+1444 


1899 00 

+3 812 


1900 01 

—2,187 

314 

1901 02 

—54 

147 

1902 03 

+ 670 

323 

1903 04 

+2 359 

492 

1904 05 

+2 308 

440 

1905 06 

+3 212 

570 

1906 07 

+ 4 221 

766 

1907 08 

+2 219 

1 112 

1908 09 

—696 

515 

1909 10 

+ 1376 

431 

1910 11 


1 215 

1911 12 


1333 
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Effecta oC the RIae of Pricesr* 

Ifc IS generally supposed that the rise in the 
prices of agncnltural produce is beneficial to the 
country as a whole. As the profits of agriculture 
increase, the prosperity of the agricultural classes 
increases, and since the agricultural classes form a 
very considerable proportion of our total popu* 
lation, it may be said that the piosperity of the 
country as a whole increases. This view of the 
matter is accepted by Mr. Datta who criticizes the 
belief “ that the rise of prices is detrimental to 
the interests of the country asawhole.” Popular 
opinion in India, says Mi. Datta, is the opinion 
of a yeiy small section of the population — the 
educated classes. The educated classes consist of 
landlords, capitalists, employees in Government 
or private service with fixed salaries, and mem- 
bers of the learned professions dependent for their 
income on customary fees. Now it is a well 
ascertained fact that the rise of prices does not 
affect the diffeient classes of the population in the 
same way. Those classes wtose income is fixed, 
bat whose expenditure is variable, aie injured by 
the rise of prices. But those whose incomes rise 
faster than the prices of commodities gam by the 

• Fehruiry 1917 
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rise of prices. In considering the effects of the 
rise of pnees on general welfare we must, there- 
fore, take into a/:count the numeiical strengh of 
those classes whose incomes are variable and of 
those whose mcoznes arefixed. Persons dependent 
upon land for then income form 60 per cent, 
of the total populataon in India, agricultural 
labourers 13 3 per cent.; industrial and com- 
mercial classes J 8*1 per cent. , general labourers 
<not agricultural) Q'S per cent. ; professional 
classes 1 o per cent.; public servants 1 2 percent.; 
domestic servants 1*6 per cent, and other oc- 
cupations 2'0 per cent. Including agricultural 
labourers, 7S'8 pet cent , of the population are 
dependent upon land for their eubeistence. Hence 
Mr, Datta’fi conclusion that "the prosperity of 
India depends largelj on the prosperity of those 
who aie dependent on agriculture for their sub- 
sistence and not so much on that of the profes 
sional classes and public and private servants who 
form only a microscopic minority of the popu- 
lation ”t 

Now it cannot be denied that large farmers 
have profited greatly on account of the use of 
prices. They have enough of land. They produce 
not only foi their own consumption but for the 
market. Those who have a surplus to dispose of 
are naturally pleased when they can sell it at a 
high price. The higher the price, the greater la 
their profit. 

A general rise of prices, however, is not sn 
tinmix^ blessing to any farmer, be be a large or 
a small farmer. The farmer has no need to buy 


t hepoitp *0 
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iood'StufEs, milk or ghee, or fodder for cattle, but 
he Bpende a certain aruoimt of money every year 
on iron, cloth, shoes and other misceUaneous 
articles. ‘When all prices rise, his expenditure 
must increase To this extent he is injured by the 
rise of prices. 

A large farmer stands to gam by the rise in 
the prices of agricutural produce. But the great 
majority of farmers have not enough of land By 
this it 18 meant that their holdings are very small 
and that what they produce barely suffices foi 
their own consumption. I have questioned a 
number of email farmers on this point, and cross* 
examined them very closely, but the replies that 
I got were of tbe same nature ^ typical answer 
was that of Hassu, Aram, aged 45 of the village 
Bama in Moga Tabsil matn leehan tan 
mehngiyai dx sav^d ae , dane kfiane joge nailtn 
hoide, idtiu kx $o.t<id tt« ^ Another 

farmer said thhote zamtndaran da tava mundAa 
At rehnda hax * 

Other replies received were mason lopan de 
dhdhpure honde ham Mastan dangtapda hat lahllf 
huhiaii hai, J<xnde ho KaAt karke kakh nahtn 
bachda Sar sal das bis chark jande f-a«n Zindgi 
maian ba^ar karde hatn. Har vxtkt tnhan nun fikr 
hi logs rehnde ham ® 

1 Tile ti'e o{ priew would ci«»u something to iob if I iiad 
anything to sell What X piodnra m barely anfficient for my owo 
coDsomp ion The r se of pncee means nothing to me 

2 Rmill farmers find it difficult to mase tbe two ends meet 

1 Ik IS with great difficulty that people manage to hre 

Wliit we haTe barely auffiees for »*iisgle meal We mSer miicli 
Mjoi know Tilling tbe soil pays httle Our indcbtednesrf 
increases etery year ihey (gmalf farmers) are always foil of 
cares 
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owners deserves emphasis. It is wiong to think 
that the rise in prices benefits the agricultural 
classes as a whole. It only makes the rich far- 
mer still richer. 

As for the agricultvital labourer, the price of 
food 'would be a matter of indifference to him if 
be was always paid in kind and his share of 
the prod'uae was aufficient for his consumption 
throughout the yeai. But with the rise in the 
prices of all agiicultural produce the tendency to 
substitute cash payments for grain payments has 
increased. This is made cleat by the Beport on 
the First Eegular Wages Survey of the Punjab 
taken m December, 1912 — 

“ The following table compares the percent- 
age of villages reporting cash and grain wages 
paid to unskilled labourers in 1909 and 1912 — 



Cash with gram 

1 

Purely cash. 

' or other sup- 

Purely gram, 


1 plement 


1909 . 49 

! 48 

1 3 

1912 . 58 

1 

1 40 

1 ^ 


“In Hissar, Gurgaon, Gujxat, Jhelum, Ba'wal- 
pindi, Mianwali and Huzaffargarh the few gram 
wages reported jn 1909 have disappeared, while 
in Gurdaspur, the percentage of villages in which 
purely gram wages are paid has fallen from 
21 to 2. In Hissar, Gn^aon, Jhel'um and Ba'wal- 
pmdi there was even in 1909 no general custom 
of paying gram wages, and the few cases then 
reported were due to the excellence of the autumn 
harvest. The decrease m the other districts is 
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due to the growing tendency to substitute cash 
foi grain wages 

Where wages ate paid partly in cash and 
partly m gram the agiicultuial labomet like 
hi8 fellow worker the town labourer, must buy 
corn in the market to supplement hiB gram wages 
Where wages aie paid purely m cash the agiicul 
tural labourer is affected by the use in the prices 
of agricultural produce precisely m the same way 
as any non agricultural worker 

The use m the price of food therefoie 
Bcnousiy affects the agricultuial labourer It 
diminishes the puichasiog power of lis income 
As the price of food uses ho must spend an 
increasing proportion of his income on the 
necessaries of existence and a decteafting propor- 
tion on othsi commodities 'Wages as a rula do 
not use as rapidly as prices and therefoie every 
increase m the cost of living iowers the standard 
of comfort of the agiicuUural labourer He does 
not share iq the pbospeiity of the great landloids 
though be helps them m fflliog their coffers with 
gold and silvDi linages loman stationaiy he 
is actually m)ured by the tiso of puces If the 
rise in wages is equal to the lue in prices he iS 
neither a gainer nor a losei — but this is rarely 
the case 

Our agricultuial labourers live veiy near ihe 
margin of starvation Then daily eainmgs are 
so small that one wonders how they can live at 
all The Wages Survey of the Punjab made in 
DecembOL 1912 shows that out of a total of 11 j 17 
^ villages for which lepoits wore leceived m 398 of 
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25 per cent, of the villages the rate of daily wages 
paid to agricultural labouiers, including value of 
payments in kind, was 4 annas or less ; in 773 
or 48 per cent, of the villages the rate vaiied 
betwen 4 annas and 6 annas; in 379 or 23 per 
cent, of the villages it varied between 6 annas 
and 8 annas , and in 67 or only 4 per cent, of the 
villages it was higher than 8 annas. The agricul- 
tural labourers do not seem to have profited much 
by the rise of prices. 



The Best Index of Prosperity.* 

The annual income of India has consideiabFy 
increased during the last hfteen or twenty years. 
Pi. Marshall defines a country’s income or the 
national dmdeud as the " the net aggregate of 
commodities and capital, material and immateiial. 
including services, produced annually by the 
labour of the country acting upon its natural 
resources." Mr. Datta points out that " m recent 
years there has taken place with the development 
of the lesources of the country and the growth of 
enterprise on the pact of the community as a 
whole, a very consideiablo increase m this annual 
income/’t How fai is the growth of the national 
income a sign of prosperity and a proof of increase 
in economic well-being ? 

It la very often said that an increase in the 
size of the national dividend le the best index 
of prosperity But, under ceitain conditions, an 
increase in the annual income of a country in 
terms of commodities and services may be 
accompanied by a decrease in economic welfare as 
a whole. An increase m the aggregate size of the 
national dividend signifies an increase in economic 
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well-being when the absolata share of no large 
group of persons m terniB of the commodities 
which that group is accustomed chiefly to con- 
sume decreases. Suppose population has incre- 
ased faster than the supply of goods. The total 
share of poor groups of persons in the national 
dividend may he larger than before, but income 
per head will he less. Or suppose that while the 
supply of food has increased as fast as the popu- 
lation, or even faster, the price of food rises 
owing to the existence of monopoly or export. 
The monopoly would benefit only a class of 
persons, similarly tho export trade would make 
the rich exporter still richer. The increase in the 
imports of articles of luxury and convenience 
would enable some classes or the community to 
raise then standard of comfort. All this may be 
admitted. Sut the rise in the price of food will 
dimmish the absolute share of poor groups of 
persons m terms of the commodities and services 
which they are accustomed chiefly to consume. 
The increase in the aggregate size of the national 
dividend will not augment the economic welfare 
of the community as a whole. 

We are apt to attach too much importance to 
the production of wealth, with the result that 
consumption la altogether neglected. Man is not 
merely a wealth pr^ucing machine. The end of 
all production is consumption. It la the duty of 
the economist to enquire whether an increase m 
the quantity of goods produced has led to an in- 
crease in the consumption of every class of the 
community. This cannot bo taken for granted. 
A study of consumption is important in itself, 
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and not merely because consumption reacts on 
production. Economists love to talk atoub 
productive and unproductive consumption — this 
IS again subordinating consumption to production. 
They praise consumptioQ which results in 
incieased production; they condemn consumption 
which has no such effect. Bat one does not 
consume in order to piodoce but produces 
m order to consume. Consumption, not pro-i 
ductioQ, 38 the final goal of economic activities.’ 
One who regards an increase in the aggregati^, 
size of tbs national dividend as an absolute 
proof of an increase in eeooomjc well-being 
argues in a round about way. Since the national 
dividend has incieased, he thinks, the share of 
every one in the national dividend must have 
increased. But this may or may not be the case. 
Mr J. A. Hobson, a thinker of refreshing in* 
dependence, in his stimulating work on “ irori 
aud IVealth ” says that “ a merely peoumaty 
statement of the ‘ value ’ of this dividend conveys 
no reliable information as to tbe human or vital 
welfare it involves. Making due allowance for 
all temporal or local variations of price, the 
statement that the national income has doubled 
in the last century or even that tbe income per 
head of the population has doubled, affords no 
positive proof that any increase has been made in 
the national welfare, much less how much 
increase.” 

Tbe question of distribution is as important 
as that of production, or the size of the national 
dividend- Suppose that the national dividend 
increases one hundred per cant, but that the 
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Tvhole of the increase or the major poition of it is 
monopolized by the wealthier classes of the com- 
munity. Theie would he no increase in the 
economic well-being of the community as a whole 
m such a case. The iich imdoubtedlj become 
richer, but there is no impiovement m the lot of 
the great majority. And it is the happiness of the 
great majority which is the economist’s chief 
concern. It does not make much difference to a 
rich man when his income increases from ten 
thousand rupees a month to eleven thousand, but 
a ten per cent, rise in the income of a poor man 
means much to him. This is what is meant by 
saying that the marginal utility of money is 
greater to the poor than to the rich. 

The national dividend is generally con- 
ceived m terms of money. The real dividend 
consists of concrete goods and services. But, 
following Hobson, we may say that the Auman 
dividend consists of “ the amount of vital or 
organic welfare conveyed in the producing or 
consuming processes for which this concrete income 
stands.” The prosperity of a country may be 
said to increase when the aggregate size of this 
human dividend increases. 

Increase or decrease in the size of the human 
dividend, as defined above, can be measured by 
means of a double standard — the standard of 
consumption and the standard of cost. If the 
consumption of every class of the community, 
especially of poor groups of persons, increases, 
there is a prima fane reason for believing that 
human welfare has increased, provided the hours 
•of labour have not become longer ox the conditions 
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of vrork more arduous. The quantity as well as 
the quality of the things consumed should be 
taken into consideration. An increase m the 
consumption of intoxicating drinks or harmful 
luxuries is not an index of the growth of prosperi- 
ty. The cost factor la very often neglected. 
But it IS obvious that if the human cost m- 
Tolved in the production of goods oi services 
increases, an increase in tho amount of those 
goods and services does not imply any increase m 
econoiDiG well-being. In order to prove that a 
people’s prosperity has increased it is necessary 
to show, in the first place, that the consumption 
of no group of persons, especially tbs poor, in 
terms of the commodities which that group is 
accustomed chiefly to consume, has decreased— 
that IS, in no case have the necessities of the past 
become the luxuries of to-day , and in the second 
place, that there has been » fall m the real cost 
of production in terms of the pain and the sacrifice 
involved in the production of goods and services. 

It IS undoubtedly true that for some classes 
of out community tb© luxuries of the past have 
become the necessities of to day. But it is equally 
true that for other classes of the community the 
necessities of the past have become the luxuries 
of to-day. Ghee has become a luxury for the 
poor. It was not a luxury when, its prico was 
two seers per rupee. Wheat, again, was not a 
luxury when its price was 3&~^0 aeers per rupee. 
The demand for wheat, even in the Punjab, is 
elastic, 1 . e., a greater quantity of wheat is con- 
sumed when its price falU. When the price 
rises, poor people are compelled to substitute 
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bailey, hajra or maize for •wheat in their consump- 
tion. Milk again has become a luxury for the 
poor. If the Prices Committee had questioned 
agricultural and industrial labourers directly as 
regards the effect of the rise of prices, the tone 
of their report 'would probably have bean less 
optimistic than it IS. “It is the labourer's day,” 
says Mr. Datta. I have met ■workers in some of 
the districts of the Punjab and also at Delh]_ 
and questioned them closely about their consump, 
tion. They do not say that they ate happy 
or that their consumption has increased > 

Moti, sweeper, age 20, general labourer— 

Bohat tang ho%da hat > 

Buta, sweeper ; age 40 , general laboutet— • 
Mehnat na mtle la bhxtla rehna parta hai , jagtr 
nahtn, )aidad nakin.^ 

Milkhi, chamar ; age 40 ; general labourer— 
Aukha guzara hunda hat. Holt na mtU to lammo ho 
he pa^ Ta«,3 

Beil, s'weeper ; age 32 ; general labourer— 
JVa labhe to bkvke bht kat le't •* 

Pit Bakhsh, water-carrier ; age ^o—Hoit hat 
to kapra nahln, kapra hat to rolt nahtn ® 

Phiro, chamar ; age 30 ; general labourer — 
Hamataran nu sada takhf rekndt hai ^ 

1 TVe snHer tnutlt 

2 When oat of emplojmeiit I have to go without food I 
have uojagir and no property 

3 We find it diracult to maVa tbe two ends m«e‘ "When 
we get nothing to eat, we perforce starve 

4 When we find ourselves without the means to bay food, 
we go without it 

5 Sometimes there is food but very Iittla clothing and. 
sometime’ clothing, but very little food. 

6. Thu like of os always suffer. 
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Huasam BaLnsh, Ssyyad , geneial labourer — 
Jig m^tll ne pji<ia hat wo'i Jeta hai, e! 
nahin io duir# %eakiJ 

Ah Mahomed, age 45 , general labourer — ■ 
Sk dm pikK%, el dm no paLkt * 

Karam Bakhsh, age bO , general labourer—* 

Mil kka hpa naftm lamtre put rae^ 

Kallo, tarkath* — Bart takUf holi hai , eoHyan 
nagih na^tn haun, Hn (tn dtu fake ou.are 

Musharraf Hussain, JaHtya*' — G-u.ara na 
guftah beh kat I<o*i naAin (o ro.ak 

Abdut Bahmao, doAX'va — Maxuim ko dtkh lijt, 
dvsare hi gurat }gat Tathf hux ga rahat hal, 
tnau'tm ko dekh Uje , Aam wait jilne Aain tab ht 
hiehare dikkat main Aatn.*^ 

With such e'vidence befoie one it is impossible 
to conclude that the consumption of the people 
has increased Direct questions on the con* 
sumption of ghee and milk elicited the following 
answers — 


7 The Crcatoi gim (brrtii) if not at one time, then at 
anotVer 

8 SoiretiiDes there ta bread to eat o&e d«j but none on tba 
day folloviug 

9 There js no a) enaiiTe b»t to go with nt food when 
there is nothirp to eat 

}0 IFe fuller mncA We do not get bread to eat. Boxo*- 
iimea we have 1 1 go without food for tbiee day* together 

11 Th* loss w8 talk about how we live, the better no 
rort (eiDplcyiuetit^ meana a roai (fa<t 

* Woiver in the wite diawnie mduetry 

12 We are peeing through hard times and that i» » 
anffineut answer to the questunaa to how we live, whether m 
comfort or discomfort AU lahoum*, poor fellows, aie in trouble 
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GHEE. 

Sadde nasiban tcteh kithhe.^^ 

Kali da, Ichana haxM 
Ajkal kithke kha honda Aai.l® 

Ghee hya khaxnge, ate hx te fursat nalan ; nak 
kati ho raht kai 

Ghee paxte da pane ka. Rukhv rolt bhi mil jae 
to ganimat hai 

Lahhe kx gal hatl^. 

Hamataron ne k% khana ** 

Tuk labhe io tAoro.*® 

MILK. 

Max de aharir da pita hogx ** 

Garxban nun kx mil sakda Aai,** 

Dudh bachpan main pi hya jab bap jita iha.^^ 

Jhut hax.^* 

Chhole honge to pile Konge -5 
Both main piga hi nahtn 

13 Ghee i3 not meant for poor people like na 

14 Do'ut talk of ghee now a dsja 

15 We cannot aSurd to boy ghee Donr a dayai 

16 What to talk of ghee, we do not get enough bread to 
eat 

17 Gb e worths pice or two We thank oat atacs when 
we get even unbutteied bread 

18 Ye;, when we bare moDej- for it* 

19. The like of ua canoot afford to buy ghee 

20 It la much if we hare a slice of bread. 

21 Ifo milk except that which 1 sacked at my mother’s 

22. Poor people cannot afford to buy milk 

23. 1 osed to get aome m my ehildhood while my father was 

k No, 

25 Probably, when I ws« a child 

26 Never tasted milk sinee 1 grow up 
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A}i has mijifla ’ duih kt jae pani mtljaeto 
atlxhd 

All complained biiterly of lal Kal means 
high prices — ^whether the scarcity of food and the 
resulting high prices are due to unseasonable 
Tamfall ot to other causes “ Kal tnda Ii rehla 
Aaj,”*® said one of them, and it 13 only too true 
that even when there la no famine in the country 
prices do not fall The labourer cannot under 
stand why the price of food remains at a high 
level even in years of good rainfall and plentiful 
harvests All that be knows is that he has to 
buy his ata dal and ofite at famme prices, and that 
does not make him happy 

The high price of food has contributed not a 
little to the increase id the isdebtedoess of poor 
people f-uj tnatn rharkte hain^^, 1 was told 

I can easily uoderstaad bow a man with an 
income of 10 to 12 rupees a month, with a large 
family to support, cannot help running into debt 
Estravagant expenditure on the occasion of a 
marriage or a funeral, it is said is the chief 
cause of indebtedness But it 13 impossible for 
a poor man to avoid running into debt even if 
marriage and funeral expenses are moderate 
The cost of Imng is high and hi3 savings ate 
nil The deposits in savings banks have increa‘'ed, 
but it would be interesting to learn what part of 
these deposits is workmen’s deposits, * -* , the 
savings of poor people whose income does not 

27 Enough of this! E«n water in the place of lailk 
roll do. 

28 There la always kal 

S9 Sal la s canee of oor isdehtednesa 
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exceed 15 lupees a month. In ordinary times, 
when employment le regular, the poor labomer 
has great difficulty m making the two ends meet. 
It 18 no wonder at all that when there is a 
marriage or a funeral he is compelled to have 
recourse to borrowing. It is a wonder why any 
one lends him anything Most of the labourers 
questioned had to pay debts of varying amounts. 
"There were, however, a few who proudly told me 
that they had no debts to pay. One of these was 
pir Bakhah, water carrier, Jullundur, a devout 
Mohammaden who said — 

Bhul e relina mamur tiat, garat Una manzup 

To conclude- Economic well-being and pros- 
parity are interchangeable terms. The growth 
of prosperity should, therefore, be measured by 
increase in well-being. The increase m the 
consumption of alt classes of the community, 
especially the poorest classes, is the only reliable 
index of the growth of economic well-being or 
prosperity. A rise in the prices of necessaries of 
existence, which diminishes the consumption of 
ihe poor, is not a sign of increasing prosperity. 


30 1 would rather etarro tbao borrow 
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INDEX NUUBERb 



1912 

1917 

1919 

"Wheat 

100 

151 

187 

Barley 

100 1 

133 

186 

Jawar 

100 

136 

376 

Ba]ra 

100 ! 

123 

320 

Gram 

100 1 

154 i 

203 

Maize 

100 , 

162 

254 

Average | 

100 

148 

254 

The following table shows tbe rise 

of prices 

in June 1919 as compared with the year 1894 — 



1894 

1919 

Wheat 


100 

364 

Barley 


100 

453 

Jawai 


100 

748 

Bajra 


100 

558 

Gram 


100 

457 

Maize 


100 

476 

Average 

100 

509 


It Will be seeu that, as compared with 1912, 
the prices of food grams, on an average, rose 48 
pe\ cent m 1917, and 154 per cent in 1919 , as 
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compaied with 1894, prices have risen five times. 
It should also be noted that in the present year 
the prices of mfenoi food giains have nsen to a 
greater extent than the price of wheat. 

The rise of puces inflicts no m}ury upon the 
labouring classes if wages mo more rapidly than 
prices Sometime ago the Government of India 
appointed a Committee to investigate the causes 
and effects of the rise of prices in India during 
the years 1890-1912 As icgaids the effects of the 
rise of prices the view of the Committee was that 
the increase m the profits of agriculture had made 
India prosperous and that the labourers in every 
pait of the country had shared m this prosperity. 
Statistics compiled by Mr. Datta show “ that the 
wages of every class of wage-earners have risen 
in lutal and urban aioas and m cities much more 
I apidly than retail puces, and that the rise has been 
greatest in rural areas, and that among different 
classes of wage-earners the unskilled labourer in 
urban areas has obtained the largest increase. 
The rise has been steady tbioughout the period. 
In rural areas wages of both agiicultural labourers 
and village artisans have men enormously as 
raeasuied by then purchasing power of commodi- 
ties ” Since 1913, however, prices of food grams 
in the Punjab have risen fat more rapidly than 
wages. The fiist regular Wages Survey of the 
Punjab was taken m December 19J2 and the 
second in December 1917. Reports of the Surveys 
show that while wi^os have risen m urban and 
rural areas, they have not risen to the same extent 
as ths prices of food grains, with the result that 
leal wages have in most cases fallen. The nutn. 
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her of villages selected for enquiry m 1917 was 
1829, of which 97 per cent reported In 17 per 
cent of the villages tberateofwages (including the 
money value of any supplements) paid to agiicul- 
tural labourers was 4 annas oi less (25 per cent 
m 1912) ; m 27 per cent of the villages it 
varied between 4 annas and 0 annas (48 per cent 
in 1912) , in 27 per cent of the villages it varied 
between fci annas and 8 annas (2b per cent in 
1912) , and in 17 per cent of the villages it was 
more than 8 annas (4 per cent m 1912) The 
inoiease or decrease in the wages of every class 
of labourers rn urban and rural areas as compared 
with 1912 IS shown by the following tabes — 

Urban ‘Wager 



i'erti.ntaqe of tncrea'e or 

Class of Labourers. 


decrease 



1 



Lahore 

Amritsar* 

Multan. 

Workers in iron and 
hardware 

- 25 

Ml 

Ml 

Brass Copper and 



bell metal workers 

-1 25 

-V 12 


Carpenters 

+ 13 


+ 10 

Cotton Weavers 

-• 115 

+ 33 

Ml 

Masons and builders 

h 25 

Ml 


Unskilled labourers 

+ 29 

+ 19 

+ 29 



CtTrlST r« IBE PUSJAB 
EXIBAI. VAOES 

Percenlagt ot Increase or Deereaie 


HiBsai 
X^ohiak 
Guigaon 
Karnal 
A,rubala 
Siinl 
Ka la 
Host! ipm 
JuUu idui 
Xiudb ana I 

I erozepur 
Xi-'hoio I 

Anititsar 
Gru d spm 
Sialkot 
(.lUjianwaU 
Gu]iat 
fahahpur 

Jhehiin 

Ba^^ alpindi 
Attock 
"Nlnm al 
■Mo itgomciy 
XiyaUpa’^ 

Than" 

MMtan ,1. 

Mu7aiaigaTh|-h l» 

Pc\a Ghazi 
Khan 


i3 

lb 

9 

• il 

• 3b 1 
“ 19 

h 25 
»• 14 I 

a 1 

+ b 
f It. 

+ 11 


13 


13 1+ 34 
56 1 NtZ 
10 1 + 50 

4 1+ 30 


1- 19 

- 88 

1+14 

H 45 ' 

l-r 19 

+ 83 

U 8 1 

+ 14 

-- 43 

+ 83 

»- 8 

hil 

+ 8 

+ 7 

+ 45 

+ 33 

17 

+ 9 

+ 3 

1 + 20 


I- 14 
Nil 
Kli 
—11 


36 
+ 19 
21 

27 

25 
53 

2 6 
’ 46 
• 69 
■ 41 

27 
' 47 
h 31 
h 21 
t 17 
f 32 
^ 14 
8 

+ 43 
+ 33 
+ 25 
+ 14 
1+ 20 
4 . 38 
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The tables show tbat, except m the case of 
"weavers, wages of every class of labourers in 
towns rose,'iD. December 1917, less than tne 43 
pel cont. rise in the prices of food giams, and as 
regards rural wages, that the wages of carpenters 
rose more than 43 per cent, lo one out of 28 
districts , wages of masons, in two districts ; 
wages of unskilled labourers also in two di^^ijctc, 
and wages of ploughmen in 5 districts. Eeal 
wages of agricultural and other labourers, there- 
fore, fell over a great part of the province. The 
aveiage piice of food grains m June 1919, it has 
been shown above, rose 154 per cent, as compared 
with that for December 1912. One does not 
know whether wages since December 1917 have 
risen or remained stationary, and m case they 
have risen, to what extent. But there is very 
little doubt that since December 1917 real wages 
have fallen, and fallen heavily. 

The real causes of unrest in the Punjab are 
to be found in the heavy fall m real wages of 
large masses of the people and the consequent 
lowering of then standard of living Many people 
think that the rise in the prices of agricultural 
produce is beneficial to an agricultural country. 
“ It IS sometimes held ” we read m the official 
Eeport on the Eise of Puces “ that on the whole, 
the greater portion of the community is benefited 
by falling prices. This would, however, apply to 
a country m the van of industrial progress and 

not to an agricultural country like India 

There can hardly be any doubt that m an agiicul- 
tural country like India, iiamg prices would be 
beneficial to the country as a whole.” It must 
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be admitted that rising prices enrich large culti- 
vators, but it IS difficult to understand how rising 
puces enrich small cnltivstors who, in most cases, 
produce little more than what is necessary for 
their own consumption, or agricultural labourers 
whose wages, as a rule, do not rise as rapidly as 
the prices of food grams. It may be ob]ectedthat 
m our villages wages are partly paid in grain, and 
for that leason the rise in the price of food grains 
does not much affect the agricultural labourer. 
With the rise m puces, however, the tendency to 
substitute cash for gram wages has increased in 
all parts of the province. The Wages Survey of 
Pecomber 1012 showed that purely gram wages 
were paid in only 2 per cent of the reporting 
Villages, in lOl? the percentage fell to one The 
number of villages which repotted purely cash 
wages in 1917 nas 1>1 per cent of tne total 
number of repotting villages, as against 68 per 
cent at the preceding Survey , the percentage of 
villages lepoi ting cash wages with supplements 
decreased from 40 to 38. 

We should also lemembar that along with 
the prices of food grams and other agricultural 
produce the prices of manufactered goods, whether 
imported oi made m India, have risen. It was 
with great difficulty that the labourer could maLe 
the two ends meet befoio the war. His position 
now IS one of great poverty, degradation and 
misery. It is no exaggeration to say that ha 
practically starves. The daily wages of 83 per 
cent, of agricultural labourers, it has been shown, 
do not exceed 8 annss. It is obvious that the 
agricultural labomer has not shared in the pros- 
perity of the land-owing clawee. 



UKRESr IN THE P0S.JAB 


151 


It may also be pointed out that "while the 
most important cause of the rise in wages is the 
use in the prices of the necessaries of life, it is 
not the only cause. Some district officers sent 
brief notes along with their wages returns in 
December 1917. According to these notes the 
increase in wages was the result of (1) high moi- 
tahty due to plague and malaria, (2) the damage 
done to the houses by heavy rams in September 
and October 1917, (3) reciiutment for the army 
and (4) the rise in prices. In some parts of the 
province causes other than the rise of prices un- 
doubtedly operated to raise nages to some extent 
at least. It follows that in some districts the rise 
in wages, being due to a temporary increase m 
the demand for labour, cannot be permanent. If 
wages fall while prices continue to rise, the lot of 
the labourer, bad as it is, will become worse. 

As his income is small the labourer must 
spend a very laige pioportion of it on food. To 
save him from starvation Government should 
control the prices of food grains. The prosperity 
of a people cannot be said to increase when the 
consumption of the poorest classes in terms of the 
necessaries of life decreases. And there is bound 
to be unrest ^hen poor people begin to starve. 



Paper Cnrrency daring the War.* 


The note circnlatios steadily mcreasmg 
fioia year to year beforetbeTrar: the average circn* 
latjcm -was Bs. 54,35 laths ID 1910-ai; Bs- 67,87 
lakhs IQ 19U>12 ; Bs. 65.62 lakhs jq ] 912*13 aod 
Be. 66,55 lakhs id 1913.14. In 1914.15 there 
was a contraction of the cnrrency, and the average 
note cirenlation in that year was Bs. li ciores 
less than that of the prenons year. In 1915-16 
the average note circdation was Bs. 64,10 laths. 
Of about the same as m 1914.15, bet in 1916-17 
the average suddenly increased to Bs. 76,14 laths 
and the total circulation on the la^t day of Slatch 
1917 was actually Ks- 86,37 laths, shovnng an 
increase of B«. 1&,64 laths as compared with the 
circclation on 31st March, 1916. The increase 


1918. 
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m ciiculation since Slst March 1917 is shown 
below : — 


Last day oi 

Total circulation 
(m iakhs of rupees). 

March 1917 

8b.37 

Apiil ,, 

b2,72 

May „ 

8b, 50 

June „ 

98,28 

July „ 

99,31 

August „ 

105,15 

Septemhei „ 

108,42 

114,70 

October „ 

TJovembei „ 

112,92 

Decembei „ 

108,30 

January 1918 

104,81 

February „ 

103,4o 

March „ 

99,79 

April „ 

105,96 

May „ 

111,52 


The total circulation on the last day of 
Octobei 1917 was about double the average 
circulation m 1911-12 and more than double the 
average for 1910-11. 

With the inciease in the total circulation, the 
.nvested portion of the Paper Currency Heserve 
^has also increased. It amounted to Bs 14 ciores 
on Slst Match 1915, of which Bs, 10 croies 
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wero held in India and the remaining Es 4 Crorea 
m England In accordance with the recommend 
ations of the Chamberlain Commission the 
invested poition of tie Keaerve was increased 
to Es 20 ciores m 1911) of wnich about equal 
amounts weie held m India and England on 
31st March 1910 The Currency Commission, 
however did not fix Es 20 ciores as the masimum 
of the fiduciary poition of the note issue 
Tho ma'iznum limit tias to be an elastic 
one it was deteimtned by toe amount of notes held 
by Go^ernment in the Reserve Treasuries yfiie 
one thud of tho net circulation * This lule, 
hoivevei has not been followed Power was 
taken under section 3 Act XI of 1918 as amended 
by Ordinance No 11 of 1917, to increase the in 
tested poition of the Eeseive On Maioh Slst, 
191? while the total circulation amounted to 
Bs 8b d? lakhs the cash held against the notes 
in India and England amount^ to Bs 37, bS 
lakhs If the lule laid down by the Chamberlain 
Commission had been foil twed the cash portion 
of tho Reseive would have amounted to Es 54,65 
lakhs and the huuuarj note issue to Es 31,72 


* circuls 1 o )» found by deduct osj ftom tbs gross cicto 
lalisD not' I U iQ t) • GoTernment B>seTTe Tteuni es 
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lakhs. The increase in the fiduciarj note issue 
since 31st Maich, 1917, is shown below — 


Last day oj 

Securitte$ held %n 


India 

(Iiakhs 

England 
of rupees.) 

March 1917 

9,99 

38,49 

April „ 

,, 

40,78 

May „ 

„ 

47,67 

Juno „ 

,, 

51,17 

July ,» 


51.47 

51.48 

August „ 

„ 

September „ 


51,48 

October , 


51,47 

Kovember , 


51,47 

December „ 


61,48 

January 1918 

„ 

51,47 

February „ 


51,47 

March 

„ 

51,47 

April ,, 

„ 

59,48 

May „ 


64,15 


The following table shows the pioportion of 
the average fiduciary note issue to the average 
circulation from 1910-11 to 1916-17, and the 
proportion of the fiduciary issue to the total 
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ciiculat5ou on the last day ot each month, hegm- 
ning Match Slet 1917 — 


1910—11 

22-0 

1911—12 

24-4 

1912—13 

21-3 

1913— U 

2T3 

1914—15 

2r8 

1915—16 

81‘0 

1917—17 

63-0 


Last day 

of March 1917, 

66'0 

Apul „ 

018 


May „ 

05*3 


June „ 

b6‘6 


July 

01*8 


August „ 

68*4 


Sept. „ 

56.7 

,, 

October „ 

63 5 


Nov. ,1 

54-4 


Dec. „ 

5B’7 


J an 1918, 

5B-e 


Feb. 

59 4 


March „ 

61-5 


Apiil „ 

65-2 


May „ 

CG'4 


A veiy cbnaiderabie proportion of tho invested 
portion of the Beserve 19 ndw held in England. 
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Befoie the war the percentage of the Eeserve 
held in the form of British securities was small. 
During the war this percentage has increased 
rapidly. The proportion of the invested portion 
of the Reserve held in England to the total circu- 
lation ra as follows : — 


Last day of March 

1914 

6-0 

,, 

1915 

6-4 

,, 

1910 

14-7 

,, 

1917 

44'5 

,, 

1918 

51-5 

April 

1918 

55*8 

May 

1918 

57-4 


That part of the Eeserve which is held in 
India in the form of securities has not increased. 
The investment nr Indian securities amounted to 
Es. 9,99,99,946, on 81st March, 1918, as on the 
same day five years ago. 

For the purposes of the convertibility of 
notes, the gold held in England is as useless as the 
British securities, except tn so far as it would 
facilitate the purchase of silver with a view to the 
coinage of rupees. It may be, therefore, interest- 
ing to know the proportion, of the Eeserve, secu- 
rities and gold, held in England to the total 
circulation on various dates, as also the proper- 
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held the note, to the 

total circulation 



«„,ern.S 
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dinary increase m the note circulation during the 
war and (2) the depletion of the Reserve hold m 
India for tho encashment of the notes, as shown 
above. Convertible paper money, as a rule, 
cannot depreciate so long as it remains converti- 
bleun the full sense of the term. Convertibility 
means the conversion of paper money into legal 
tender metallic money on tne demand of the 
holder. Paper which js not thus capable of con- 
version 19 inconvertible, whatevei it may promise 
and However it may be guaranteed. It is clear 
that if legal tender metallic money, equal to the 
face value of the paper, can be obtained for the 
paper on the demand of the holder, the paper 
cannot depreciate No one would accept less 
than hve rupees for a note in the bazar when he can 
get hve rupees foi it by presenting it at the office 
of issue* But it rs equally clear that if there is 
delay m, or lack of facilities for, the conversion 
of notes into legal tender cash, or there exist 
any restrictions on their conversion m 
practice, paper purportig to be conveitible may 
depreciate The Bank of England notes depre- 
ciated m the early part of the nineteenth 
century m spite of the fact that they were 
legal tendei The American Gieenbacks 
were legal tender, and so also were the 
famous Prench asstgnats, the paper money issued 
by the revolutionaiy government in France in 
the last decade of the 18th century. The assig- 
nats were over issued and depreciated rapidly, 
and it was found that in spite of the paper being 
legal tendei, an aisianat professing to be worth 
sterling was actually worth less than 3d- in 
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value. The Government by conlerrmg the 
quality of legal tender upon paper money make 
2 fc lawful for debtors to discharge their debts in 
paper. But the Government cannot compel any 
one to give bundled rupees in specie £oi the 
same amount in notes. That explains why even 
legal tender paper may depreciate, when it is not 
fully convertible. 

Oui paper money has been over-issued. An 
addition to the note circulation, of course, does 
not mean an addition to the total volumo of the 
currency, f 01 notes meiely take the place of the 
rupee circulation, unless the new issues are 
simply added to the levenue. But every addition 
to the note Circulation aiteis the piopoition of 
the notes to the rupees in the total eiroulatioUr 
unless the lupev c iculat on is also proportionate- 
ly incieased For example, the rupee ciioulatiou 
in 19X2 amounted to Ibd cioies of rupees and the 
note circulation to 09 crores, the proportion of 
notes to lupees in the total cuculation, consisting 
of lupees and notes, being 42'3 per cent, On 
Maich Slst, 1918, tho note circulation was about 
106 cioies. If the lupse circulation had not 
increased at all, the pioportion of notes to lupees 
in the total circulation would have been 65 per 
cent. Aa a matter of fact the cuculation of 
rupees during the wai has increased and 65 pet 
cent. IS an ovei -estimate. The proportion of 
metallicr money to the circulation depends upon 
tho habits of the people. For some purposes 
paper may be a more convePiont foim of cuircnoy 
thau metallic money ; for other purposes the 
lattci may be piefeired. Convenience and custom 
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establish a ratio between the use of notes and 
cash, which tends to lemain constant over long 
-periods of time Now if paper money is forced 
into circulation so that the proportion of paper 
to metallic money in the circulation increases, tho 
excess will letoain m circulation, but the whole 
mass of notes must depreciate Conrertiblo 
notes cannot depreciate prorided the notes are 
convertible m practice as vvoll as in theory, i- e , 
the excess issues will return from circulation so 
that the old piopoition between notes and 
metallic money is lestoied If, for any reason, 
the excess cannot return from circulation, even 
convertible notes must depieciate The whole 
question whether notes are legal tender and 
those refusing to take them at their face value 
can be prosecuted by tl e Government, is beside 
the point 

We are now in a p<>sitioD to understand ^vhy 
there is a discount on Government currency 
notes During the war the note circulation has 
been enlarged by about 40 ctoies , the pioportion 
of notes to rupees lu the crrculation is much 
higher than it was before the war The rise iir 
the price of silver has converted the profit on the 
coinage of rupees into a loss, and the Government 
seem to be tijing to popularise notes by forcing 
them into circulation. Now the habits of the 
people as regards the relative proportions m 
which different forms of currency are used change 
very slowly, and in three or four years they do 
not change at all. In India, the great majority 
of the people being uneducated and ignorant, a 
decrease rn the proportion of paper money to 
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metallic money in circulation would have been 
more popular than an increase, particularly 
m a time o£ war like this The probable 
increase m this proportion is the loot cause of 
the trouble But our notes, it will be said are 
convertible The excess theicfore, cannot 
remain in circulation Well, it could not remain 
in CJiculation for a day or even an hour, if the 
notes were convertible into cash, as of right, at 
fift} difierent centres in India The notes then 
could not depreciate But the facilities for the 
conversion of notes ate very Umited The Go 
vernment of India ‘ promise to pay the bearer 
on demand at any office of issue the sum of 
Es — — ’ But there are onlj seven offices of 
issue in India For the whole of the Punjab 
there is only the Lahore office fiom which cash 
can be demanded as of right for notes, and the 
amount of notes which the Lahore office can 
convert m a day is limited* The discount on 
notes in these circumstances is likely to vary 
directlj as the distance from the centre of issue, 
making allowance for the varwng rupee demand 
of the place 

The currency situation is undoubtedly seri- 
ous and steps should be immediately taken to 
remed} the evil The Goverament should do all 
in their power to restore the confidence of the 
people in the paper currencj, which has been a 
little shaken by tbeir policv of forcing notes into 
circulation The consequences of depreciation 

• District treiaoriM coosh notes «»• cislter of foayeoieore 
The free encAshment of notes at disfriet treasuries nts «rnh<}raR-a 
in 191S— 9 
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•would be serioua. According to a well known 
economic law, the rupee would begin to disappear 
from circulation, and i£ money m the form of 
notes 18 available in sufficient quantities to do the 
community’s work, the rupee would disappear 
from circulation altogether. In the second place, 
all paper prices would nse, while prices as mea- 
sured in silver rupees, apart from the action of 
other causes tending to raise prices, would remain 
the same. The depreciation of notes would add 
a new and powerful cause to those which ate 
already tending to raise our price level, and the 
extent of the rise of prices duo to this cause 
would be limited only by the amount of the 
depreciation of the notes. Heaven help the poor 
then I 



Prices during the War» 

Tho QxteQt of tho tiso of prices In India, 
during tho nai s shoivo by the table P Classes 
I an! II lopie-siDt country produce consumed and 
oxpoitod, r\hlo class III deals "uith imported 
commodities Tho basic period is the first decade 
of this century vtr 1900 to 1909 It 'mU bo 
‘•een that tho rise of prices was greatest in tho 
case of imported ai ticks As compared with the 
pror\arjoai 19H general prices about doubled 
m 1919 

Tl c growth in the active circulation of rupees 
and notes is shown by tho following table — 


In cTores of rtipees 


Year ending 
March Slst 

Active 
rupee 
c iculatiOQ 

Active note 
circulation 

Total 

1914 

187 

50 

237 

1915 

204 

44 

248 

191b 

217 ! 

53 ' 

2b5 

1917 

227 1 

C7 

' 294 

1918 

219 1 

84 

' 303 

1919 

328 1 

134 

3G2 
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During the SIS years from 1914 to 1919 the 
ciiculation increased b> Es. 1,250,000,000; duiing 
the preceding period of six years, from 1909 to 
1914, the increase amounted to Es. 390,000,000 
only. The expansion of our note circulation 
during the war has been described in Chapter 
IX. Ver 5 laige purchases were made m India 
by the Indian Government on behalf of the 
British Government, which were paid for by 
tae issue of notes against British Treasury 
Bills Investments were also made m 191b 19 
and 1919 20 in Indian Treasury Bills When the 
Government issue notes against their own 
Ticasurv Bills, the transaction amounts to a 
forced loan from the people The gro«s circula- 
tion of notes, in this way, gradually increased to 
Bs. 158 crotes on 31st Match 1019 as compared 
with Es 61 crores in 1914. Sir James (now 
Lord) Meston m introducing the Indian Bndget 
for 1919-20 said — 

“ Although practically every belligerent coun- 
try has had to finance itself by an abnormal 
recourse to the printing press, warnings are now 
heard on all sides about its serious consequences. 
Here in India, if our responsibilities for meeting 
war expenditure forced us to err m this direction. 
We certainly have sinned against the light to a 
very much smaller extent than other countries ”. 

The increase in the circulation of paper 
money m India during the war as compared with 
that in other countries was insignificant. The 
chief cause of the rise of prices in Eussia, Germany 
and European countries has been the over issue 
of paper money and its consequent depreciation 
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as compaied with gold Our paper money is 
eonvertible into silver and our prices are also 
silver prices. There was a discount on notes in 
India during the war, but in most parts of the 
country it was not more than 5 to 10 pet cent. 

Another cause of indation was Government 
borrowing Money was advanced to Government 
both by banks and private individuals The 
investments of Indian banks increased during 
the war, as the following extract trom a Govern- 
ment Report* would show — 

'* A remarkable mcresse id the investments 
of the Presidency and Exchange Banks took place 
in 1917, as compared with the pre war year The 
investments of the Presidency Banks increased by 
almost Bs 9} ciores or 142 per cent, while those 
of the Exchange Banks which do a considerable 
portion of their business m India more than 
doubled The Indian Jomt-Stook Banks show an 
increase of over Bs. 170 lakhs or 68 pei cent. 

" It may he safely concluded that the increase 
in investments is due in no small measure to the 
large subscriptions to Government issues of all 
kinds since the ont-break of war 

The Banks made advances not only to Gov- 
ernment but to private individuals who wished 
to subscribe to Government loans but had no 
funds immediately available. All this increased 
the supply of money and helped to inflate prices. 


“Statistiral Tfcbles reUting to Books la laiia. 4'li Ifsa«‘ 
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Growth op cuaPiikCT as compabed with the 

GROWTH OP BD3IMB8S. 

Mr. Findlay Shirraa, thsn Director of Statis- 
tics, and the author of “Indian Finance and 
Banking ”, has conctructed index numbers showing 
the growth of business in India during the war. 
He compares the index numbers of business with 
those of currency, and arrives at the conclusion 
that up to 191b ** the active rupee and note 
circulation taken together moved in harmony with 
the growth of business ’ , since that date, however, 
” the active rupee and note circulation has out- 
stripped the growth of business”.*' The index 
numbers show that while the currency increased 
50 per cent, m 1918-19, business increased only 
80 per cent. 

It seems to me that even this 80 per cent. 
IS an over-estimate. Mr. Findly Shirras’ method 
of constructing the general index number of 
the growth of business is open to serious 
objections Like Mr. Datta of the Prices Enquiry 
Committee he takes increase in value as an index 
of growth where he should have considered 
quantitien only. Again, paBsengers carried by 
railways, gross earnings of raih i (swelled by 
the increase in lates), value of y orders paid 
in each year, paid-up cap op® f joint-stock 
companies and receipts and dm,.^ ements of the 
Government of India, can be regarded, at best, as 
indirect indicies of trade. It is well-known 
that our export and import tiade suffered 
•»Qucb during the wax, but if any one merely 
■^Ooked at the value of goods imported and ex- 
’ported he would not think that the decline in 


Indian Finance and Banku^ p- S33. 
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oul foieign trade, particularly dming the 
5 ear of the war, ivas very seiious. But if the 
quantities of imports and e-rpoits aie considei^d, 
it IS found that m 1918 19, as compaied is'ith 
1913-14, India’s foreign trado fell off about 40 
pel cent. The mciease m value, which 
wholly due to the use of prices, conceals iho 
shortage m the qhantities imported and expoited. 
As regards the “receipts and disbursments of 
Government of India in India and m EngU'^d 
(excluding icmittauces)’’ the index number of wh'o^i 
rises fiom 121 m 1913 14 to 392 in 1918*10, 
cannot be denied that the use of piicee was 
pait responsible for thegrouth of Governni^Jif 
receipts and disbursments 

My index number of the giorvth of buainsss 
duiing the wai 18 an average of the index nu“ 
beta of foteujn, trade Cvalue of 77 5 ^ar oent. of 
foreign trade calculated at the puces of 1918*l4)» 
tonnage of vessels entered and cleared with cai^o; 
inland tiade, impoits and exports (quantities)' 
freight carried by railways , production of 
jute, raw cotton, Indian cotton yarn and'novon 
goods, rice, wh/rat, tea, oil seeds, coal, iron or®' 
and petroleum.' yj'he index nuinbeis of the gio^Jj* 
of business aie ^lotpaied with those of the groi''*" 
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of rupee and note cnculation m the table given 
below — 


Yeai 1 

Index numbei 

Index number 

Commencing j 
April 1 I 

of the growth 
of business. 

' of the giowth 
of circulation. 

1913 * 

100 

100 

1914 

99 

105 

1915 

103 ! 

112 

191b 

109 i 

124 

1917 

10b 1 

128 

1918 

97 ' 

163 


It would appear that the growth of circu- 
lation \sas much more rapid than that of business 
during the whole period During the last tuo 
years particularly while trade was actually 
contracting, the growth of circulation became 
more marked It may, therefore, be concluded 
that m addition to particular causes that were 
tending to raise the prices of particular commodi- 
ties, causes of a more general nature affecting 
all commodities were also in operation at the 
same time 

RkLATION of ntODVCTtON TO COS3PJIPTIOK. 

For the puiposes of our inquiry it would bo , 
convenient to deal separately with the probable 
causes of the rise in the prices of impoited articles 
on the one hand, and taw produce and food 
stuffs on the other. As we shall see presently, 
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t ho rise in the pwcee of manufactured goods m 
India, which ate mostly imported, is due to the 
action of a group of causes which are not res- 
ponsible for the nae in the prices of food and 
some law mateiials. 

Table A shows the impoits of certain articles 
into India from foieign countries. As compared 
with the pre-war year 1913-14 the shortage of 
imports in 1918-19 was aa folJowa — 


Sugar 

41 p 

Silk piece goods 

37 

%VoolJen pieoegoods 

79 

Galvanized sheets and plates 

99T 

Kerosine oi! 

81 

Printing paper 

62 

Salt 

81 


By far the most important of our imports js 
that of cotton goods. The net yardage of cotton 
goods imported into India is shown below 

In crores of yards 


Years. ^ 'S 



O 

5 1 

>• o 

Q & 

1913-14 

152-96 

78-46' 

78-31 3-78 

1914-15 

131-75 

' 69*74| 

46-85 2 64 

1915-16 

114-39 

; 60-22' 

33-08 2-97 

1916-17 

81 ' 90 | 

1 67-02| 

40-54t 4*17 

1917-18 

59-17 

1 48-91 

35-77) 3-21 

1918-19 ... ' 

64*20 

1 26-15| 

17-96 2-46 
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The annual average imports from 1914.15 
to 1918-19 and the percentage decrease in imports 
as compared with the pre-war year are shown 
below : — 



Average imports, 
1914-15 to 
1918-19. m 
croies of yards. 

Percentage 

decrease. 

■Grey 

88-28 

—42-3 

Bleached 

60-41 

—35-8 

Dyed 

34-48 

—55-6 

Feuts 

3-09 

—18*3 


"While the imports of piece goods fell off 
considerably, there was an appreciable increase 
m the home ptoductien of grey and dyed goods, 
as IB shown by the following table — 


li^et j>rodtict%on in crores of ynrdz 


Years, 

Grey. 

Dyed. 

1913-14 

82-87 

24-68 

1914-15 

85-75 

22-12 

1915-16 


28-76 

1916-17 


33-72 

1917-18 

106-55 

36*25 

1918-19 

102-03 

27-84 

Annual average 1914-15 

99-26 

29-74 

to 1918-19. 



Percentage increase 

19-8 

20-5 
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The risa m the puces of cotton piece goods is 
shown by the following figuies — 

Imported piece good$ Pnce per yard 
tn annas 



Tonts 
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It 18 obvious that the rise m the puces of 
imported cotton goods was due to shortage in the 
■supply. And yet, considering the extent of the 
rise, one cannot help thinking that there were 
probably other causes also at work. Foi ex- 
ample, if the ijuantities imported and prices of 
cotton goods m 1915-16 aie compared rvith tnose 
in 1913-14, it la fonnd that in spite of tne serious 
ehrrnkage of imports piicos did not rise much, 
•nhile in one case there was actually a fall. If 
the quantities imported and puces m 1918-19 are 
compared with those m 1915 lb, the rise m prices 
seems to be out of all proportion to the decrease 
in imports — 


Percentage decreau tn importe of cotton piece 
goods and the rise or fall in prices in 
1915-16, as compared mth 1913-14. 



Shortage. 

1 

j Prices. 

Grey 

25*3% 

1 No change 

Bleached 

23-3 

1 5*G% Fall 

Dyed . 

67*7% 

I 4*7% Else 

Dents 

21-8% 

j 7’1% Else 
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Percentage decrease \n imgoorts of cotton piece 
goods and the nse ofpnces sn 1918-19 
as compared wxth 1916-17. 



Shortage. 

Prices. 

Grey 

52*6 

152-7% Else 

Bleached . . i 

5G*5 

169*9% „ 

Dyed . , 

45 7 

136-8% „ 

Fents ... j 

I 17*2 

1 133*3% „ 

1 


lu vio'w of the fact that the growth of our 
curre22cy was zoucb more rapid between 1915-16 
and 1918-10 than betweeo 1913 14 and 1915‘16> 
it does Qot seem to be unlikely that the prices of 
imported goods weie influenced, to soma extent 
at least, by the geoeial depreciation of the rupee 
m terms of commodities duimg the later years of 
the wai It IS lemaikable that a decrease of 
56*5 pel cent caused the prices of bleached goods 
to rise about 170 percent, in 1918-J9» while m 
epite of a shoitage of 23 per cent, prices actually 
fell about 6 per cent, m 1915-16. The very great 
rise of puces m 1918 19 is understandable only 
on the assumption that tne prices of imported 
cotton goods, as of other goods, rose in India 
between 1915-16 and 1918-19 partly on account 
of the general fall in the purchasing power of 
the rupee. 

Food. 

Except m 1918-19, a year of scarcity, there 
was nevei it any time during the wai any short. 
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age in the supply o£ food. Table E. showB that 
the production of the principal food grams, ex- 
cepting barley, decreased in 1918-19 as compared 
with the pre-war year. In each of the other 
years the production of wheat, jwar, bajra, gram 
and barley, exceeded that m 1913-14. In 1914-15 
also the yield of rice and maize was less than m 
the pre-war year, 15*5 per cent, and *1 per cent, 
respectively. Considerable quantities of wheat, 
gram and bailey were exported m 1917-18, bub 
great quantities had also been produced in the 
country. The quantity of gram produced m 
1917-18 was 128 per cent, greater than in 
1913-14 ; m view of this fact the quantity export- 
ed, about 17 per cent, of the total production, 
could not have caused any very great scarcity oi 
gram in the country. As regards ]war, bajara 
and maize, the European demand for them is 
small, as is shown by the very small peicentage- 
of exports to total production. On the whole it 
cannot be said that the rise in the price of food 
during the war, except m 1918-19, was to any 
extent due to scarcity conditions. 

&AW hatsbuls. 

The position regarding raw materials is sum- 
marised below 

Gur. (Unrefined sugar or jaggery) — Nc 
shortage. Price nevertheless rose. \ 
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Tea. The quantity available m India is thus 
estimated : — 


Xn t/iousancls of lbs. 


Year 

i £ 

! ^ 

Jr s 

S S’ 

f c w 
a~ ~ 

a 

J3 ^ 

os £ 
•o - ' 
< 

■y ® ' 

1^" 

“ S 

' "2,2 
cc 

1913-14 . . 

' 307,249 

284 452 

1,884 

. 2.418 

22,263 

1914-15 

' 312.976, 

293 685 

2 418 

2,423 

19,285 

1915-16 .. 

171 816 

33 ).5Z4 

2,423 

13,000 

30 734 

19-6-17 

1 :68.428 

283.325 

13 000 

,61,000 

,37,102 

1917 18 ... 

171,296' 

346 588 

,61.000 

,43. SCO 

,42,2C8 

1918-19 ... 

380.458' 

312,004 

|43.5UC 

159,532 

52,421 


It will appear that though there was some 
shortage la 1914 15, the quautity available for 
consuuiptiou locieased rapidly till the amount in 
1918-19, as compared with that in 1913-14 had more 
than doubled. The puce of tea in 1919 fell one 
pica as compaied with the year 1913, but in other 
years it was much higher in spite of the larger 
amount available for consumption 

Cotim and Jute . — ^Except la 1914-15, the 
total yield of th^se crops Was less m oveiy year 
than m the pte-wai year. The use in then prices 
seems to bo chieSy due to the shortage in supply. 

Linseed . — No shoitage except in 1918 19- 
Iiinsesd, however, is grown in India soleij to 
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TDeet a foreign demand. Its price thus entirely 
depends upon fluctuations in foreign demand* 
Bape and mustard seed. — No shortage except 
in 1918-19. The export of seeds and rape and 
mustard oil were not very large as is shown by 
the following table : — 


Quantities of rape seed and mustard seed and 
rape and mustard Oil exported from 
India from lOIS-ld to 1918-19. 


Year 

Rape seed 

Ton* 

Mustard 

seed 

Tons 

Rape and 
mustard 
oil. 

Gallons. 

1913-.4 

249,005 

5,104 

407,178 

1914 15 

96 912 

2,553 

413,189 

1915-16 

95 214 

3,178 

465,735 

1916-17 

122,272 

6,192 

574,696 

1917-18 


1,894 

488,527 

1918 19 

79,66’ 

1.888 

265 672 


ScsaTTie.— No shortage except m 1917-18 
(5 per cent.) and 1918-19 (36 per cent). The 
exports of sesame and sesame oil are shown 
below 


Exports of Sesame and Sesame Oil 





■HiltSnlRlmiBI 
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Grojindnuis — There was no shortage except 
in 1918 19 As is riiown by the table given 
below the exports of groundnut ovi increased 
considerably during the war But i£ the gallonage 
IS converted into the weight of seeds assumed 
necessary to produce it, the oil exported is found 
to represent an almost negligible percentage of 
the total tonnage The bulk of the oil crushed 
IS consumed in India 

Exports o/ proi ndnitfs oil and take from 
British India from 1913 14 onwards 


fOOO emitted) 


leat 

Giounfl 

out 

1 Gre nd 
rut cake 

Gr und 
nut oi! 


Tons 

Tncs 

Gallms 

1913 14 

278 

62 

2SS 

1914 5 

38 

64 

223 

1915 16 

175 

8’ 

373 

1916 17 

147 

54 

982 

1917 18 

US 

SO 

I 057 

1918 19 

7 

56 

590 


Indigo — ^Therewas a very considerable m 
crease in the yield of mdigo Exports alsb 
increased m 1918 19 the quantity exported was 
three times that exported m 1913 14 The great 
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rise of prices was due to the shortage of dye- 
stuffs owing to the war. 

As regards raw materials we may conclude 
that shortage in production does not explain the 
rise m prices. Except m the year 1918-19, there 
was jn India no aeiious shortage in the supply of 
various seeds, while increased quantities of tea 
and gur were available foi consumption through- 
out the period. Statistics of the production of 
raw hides and skins, tanned skins, wool, copia, 
cocoanut oil and other taw materials arc not 
available, and it is difficult to say whether the 
use in their prices was ctiiefly due to scarcity 
conditions or other causes. 

Out discussion of the rise of prices in India 
during the war suggests certain reflections on the 
quantity theory of money. Is there an element 
of truth in the quantity theoiy^ Professor Fisher 
maintains " that one of the normal effects of an 
increase in the quantity of money is an exactly 
proportional increase m the general level of 
prices ”, and he believes that “ in the past, the 
chief disturber of peace, so far as the purchasing 
power of money is concerned, has invariably, or 
at any rate almost invariably, been money itself, 
not the goods which money purchases ” There 
are on the other hand some writers who regard 
the quantity theory of money as of no particular 
value as an explanation of the causes of the rise 
or fall of puces. ” The price of a pair of shoes,” 
Bays Laughlin, “ is the quantity of gold for which 
it will exchange. If the expenses of making 
shoes increase the quantity of gold required to 
buy the shoes increases. The cause of 
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this rise lies in tho conditions affecting the ahofiS. 
not m those affecting gold The insufficienoy 
of the quantity theory of money lies in its 
inability to account foi important foices ^rorking 
on the prices of commodities through the commo- 
dities themselves If this method of reasoning 
is faulty, it 18 improper to claim that our higher 
level of prices is dno to inflation ' t 

Now it would be foolish for any one to say 
that prices do not tisa or fall on account of 
changes in the conditions aSectmg the goods, 
but price movemeots ma} originate m causes 
whiijh have nothing to do with the volume of 
goods though changes in the quantity of circulat- 
ion can affect pneos only through the channels 
of supply or demand At the same time we 
should lemembci thit nhtle a considerable in- 
cioase in the money supply of a country may be 
expected to laise prices it would not be tiuo to 
aa^ Chat puces would rise in the same proportion 
ID which the quantity of money had incieased 

We have seen that evceptmlOlS l9 there 
was piactically no sroitage m tho supply of food 
in India in any 3 oai during the tvai peiiod, and 
that in the case of seveial crops the yield 
incieased The same is also tiueof law materials 
gcneially with the exception of jute and cotton 
The chief cause of the rise m the prices of 
manufactuied goods was shortage of impoits 
But it has been shown that in the lat&i years of 
the war though the ebimkage was seiious, 
prices rose to a foi greater extent than the 
sfioitage of supply would justify, that in the eaily 


t Money and T nc 8 p 
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years of the war, though the import of cotton 
piece goods had fallen off prices rose very little 
or did not rise at all. There is very little doubt 
that except in 1918 19 the rise m the prices of 
food grama and some law materials was not due 
to scarcity conditions, and that causes other than 
decreased supply also operated to raise the prices 
of manufactured good And if a general vitW of 
the q^uestion is taken and the rise of prices 
throughout the world is considered, one begins 
to doubt whether the rise m all prices in all, 
countries of the world was due to such causes as 
decreased production of every thing or increased 
demand, or scarcity of shipping, or use in wages 
The view that the general rise of prices was due 
to some causes of a general nature such as 
inflation seems mote reasonable The quantity 
theory of money does explain something If 
all prices in all parts of the world double or rooie 
than double, it is certainly woitb while to inquire 
whether the rise may not have originated m 
changes on the money side of the “ equation of 
exchange ’ Supposing the quantity of wheat 
which exchanges for a given quantity of rice 
remains the same, while the prices of both the 
articles, that is, their value m money, doubled, 
then unless the relation of supply and demand in 
both cases had altered m the same way, there 
would be a very strong presumption, that the 
cause of the rise of puces was the depreciation of 
money To refuse to consider such a possibility 
13 obviously to oppose well established method^ 
of scientific inference 

But we must not suppose that there is any 
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feed iel»‘.on »et.een change* 

money and changes in P . . grists bet-ween 

admits that no such lelat^ 

monej and prices m and normal 

distinction between of the equation 

periods is artificial. The gtato of transition ; 

Sf exchange are Vhan.e la ^ 

thej are ne-per at res . ' It would be 

state ot eqmlibuum ^ ot'timo and say 

impossible to point to any p j^|,„a8a 

“ This IS a normal period. A ^ causa 

m the quantity o! money atlhistim , ^Vas the 

an enaotly ten P" '^‘is^ctbiMl. ol the world 
decade which pieoeded the ontbi 
wai a normal peliod ? ih ^ The answer l» 
prices took place in th P ^ the quantity 

Lam in the neg.tive. Changes 

ol monel m '‘'‘"'th,,” (actor oi the equation o! 
changes in eyeiy f her lacWr I 

exchange. As a ‘ „hloh a doubl- 

conceive of any P®ttn^ n csclv double prices and 
mg of money would P'^'^''^ “"else It would 
make no difieienoe to ere equal." 

have that effect ,f " ‘‘“"J’ " vei equal. 

But m actual life other ‘h™8 account of 

Abstract lessoning, which takes n 
The tacts of actual hie, is not only of 

but IS apt tone misleading. .he relation 

What were the facta the war ! 

of money and 8'’“** “ and also the P»P« 
The silver currency inraease money to 

cuirency. The Jed 21.17. 

the total cirtmlation 2 V 77 . 1917-18 

1913-14 to 22-4/C in 1918 1 . 
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and 37% m 1918-19. Itaportg decreased and there 
was a shortage of all kinds of manufactured 
goods. At the same time the production of 
Indian mills and factories increased. The 
scarcity of shipping and the great rise in the cost 
of transportation, together with the diversion of 
capital and labour m foreign countries from 
productive to unproductive war employments 
protected Indian industries from foreign com- 
petition. The war stimulated Indian manufac- 
turing enterprise , old businesses were streng- 
thened and enlarged, new businesses ware es- 
tablished. There was thus a great development 
of industrial activity m India duiing the war. 
The yield of the principal crops, with one or two 
exceptions, on the whole increased. In short 
everything changed during the war , nothing 
remained constant or fixed. It would be im- 
possible to expect that under such conditions a 
given change m the quantity of metallic money 
should cause a proportionate change in prices. 
If you say that the war period was not a normal 
period, then I would ask you to give me a 
practical definition of a normal period, a defini- 
tion having some relation to the concrete facts of 
life, not a purely theoretical conception And 
if your normal period is a real period and not 
an imaginary one, you will find that changes in 
the quantity of circulation will necessarily be 
accompanied by changes m other factors of the 
equation of exchange, with the result that ihe 
doubling of the quantity of gold or silver money 
Will not “ necessarily and mathematically double 
prices.” 
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Table B —ExPorU 


Rice not In the husk 
Wheat 
Wheat flout 
Giam 

Jwar and Bajta 

Barley 

Maize 

Cotton 

Jate 

x.inseed 

Gtouodnuts 

Groundnut cake 

Giouodcut 0 1 

Rape seed 

Mustard seed 

Rape and Mustard oil 

Sesame 

Sesame oil 

Indigo 

Tea 


1913 14 


1915 16 
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{rom India 


(000 omit»ed^ 
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Table C.'—yield^olPrin^ 




1913-14. 

1914-15. 

Rice 

(1000 toi}s) 

28.790 

27,242 

Wheat 

8.358 

10,087 

Jvrar 

,, 

4.040 

5,161 , 

Baira 

„ 

1.979, 

2,606 

Mkjz® 


2.C84 

2,082 

Batley 

,, 

2.681 

3,061 

3.841 

Oiam 

„ 

1.937' 

SttZtTcase 

.. 

(million lbs) 

2.291 

2,483 

Tea 

307 

313 

CQttOQ 

(bales, lacs) 

(1000 tons) 

51 

52 

Jute 

89 

104 

Linseed 

Rape and musUrd 

386 

397 



1,C87 

1,219 

Sesame .. 

„ 

403 

551 

Groundnut 


748 

947 

Indigo 

*’ 

26 

25 
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u/ exports lo production 


tSiCES 'BtfSlKQ'ISS VrSR 
Table E —Peretnlage ol mcrease (+) 

1913 14 I -1914 15 


Wheal 

100 

Rice 

100 

Barley 

100 

Jwai 

100 

Bajta 

100 

Gram 

1 100 

Maize 

1 100 

GUI 

100 

Tea 

100 

Cotton 

100 

Jute 

100 

Linseed , . 

R.pe sBd Miistara seed 

100 

100 

Stsamum 

100 

Groundnut 

Indigo 

100 
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or decrease (“) production 


1915-16 

1916-17 

1917-18. 

191^-19 

+4 

+22 

+22 

-12 

-t-14 

+21 

+ 26 

-18 

+ IS 

+24 

+ 24 

+4 

+ 50 

+27 

+ 11 

-16 

+2( 

+46 

+8 

-30 

-r77 

+ 117 

+128 

-1 

+20 

+ 12 

+ 16 

-15 

+ 15 

+ 19 

+ 45 

1 +2 

+21 

+20 

+21 

+24 

“27 

“12 

-22 

“27 

“18 

“7 


“22 

+ 23 

+36 

+33 

“41 

+ 1 

+9 

+6 

-30 

+ 19 

+’7 

-5 

“36 

+ 41 

+60 

+ 41 

-36 

+:c6 

+265 

+385 1 

1 

+70 
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TMe ?.-/«*■* NMhcrs 
A^cr.zc o! 1900-1009 


■Wheat 

Bailey ^ *'* 

Rangoon Rice 
Liaseed 

Gtoundo'i^* 

Cotton seed 
Copifl , 

Wool 

Coffee 

°a,a,an'iiaae otay) 
S“„'Spece goods (loduB msdo 
only) *” '** ... I 

Grev "* ... 1 

Soo«d,Pi»«d£«J'^, 

^z.«flr«-Cottott piece-goods J 

Rubber, laW 
Castoi seed 
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•of Wholesale Prices tn India 
= 100. Class 1 (a). 
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Articles 


Hessian cloth 
Average 

Raw hides — 
Butfalo 
Covr 
Average 

•ranced shins •“ 


Goat 

Sheep 

Average 
'Tea 
Mica 
She lac 
Raw skins — 
Goat 


Average 
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' Ciass 11 

1913. 

1914. 

Couatry tice 



117 

126 

Jwar 



118 

123 

Bajra 



123 

130- 

Maize 



1C4 

738 

Kagl 



136 

136 

Oram 



99 

134 

Dflli arhar 



91 

125 

Chi 



142 

132 

Kan* sugar, gur 



99 

101 

Coal 


... 

145 

147 

Couatry tobacco 



142 

144 

Couatry salt 



109 

111 

Tutmetic 



113 

S6 

Avtrage 


- 

118 

126 
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Class III 

1913 

1914 

Imported cottoo goods -- 



Grey shtrtlngs 

123 

121 

mulls (dhoot es) 

128 

117 

Bleached shirtings 

106 

VS 

/iverat'e 

119 

11> 

British cotton yarn 

1J9 . 

122 

Java sugar 

lOl 1 

87 

■Woollen p ece goo^s 

104 

111 

Stlk ^ ' 

98 

101 

GaWan sed cotiagated sheets 

102 J 

95 

Setosine oit — 



Americai' (Chtstei) 

114 

118 

Biitma (Victoria) 

112 

1>2 

Averagt 

113 

115 

Priming paper 

94 

89 

Betel nuts 

95 

118 

Liverpool salt es dnty 

ICl 

96 

Average 

107 j 

107 
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hidtx mmUr 100 I02\ 7S 78 73 

Cotton infd in India (milli n U s 9S7 929 1,075 1,CS9 1,042 965 

Index number 100 97 111 109 101 

Rice, (1,000 tons) 28,790 27.24» 32,831 34,791 36 249 33 t72 

KKt/iiir 200 93 Jlf 121 127 82 
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Gaony cicth and canpa*, (aiilJioi 


Indian Carrcncy before the War. 

Indiah cukuekct bepobk 1893 
The rupee xvas established as a staodard 
■com throughout the territories beloogiog to the 
East ludia CompaDy m lBd5. Before that date 
a groat variety of gold aod silver coins circulated 
m difierent parts of the country, silver rupees 
being used chiedy as 8taAd<trd money, while the 
walue of gold coins depended upon the market 
price of gold The circutation of several denomi- 
nations of coins in the country caused great 
inconvenience to the trading community and to 
-the G-overntnent, and we find the Court of 
Directors, m their Dcepaicfa dated 25th April 
1806, approving the recommendations of their 
■officers m India “ for the adoption of one general 
system for the formation of the coins for the 
currency of the whole of out poBseasiona on the 
continent of Asia,” for they Were “ fully satisfied 
the evils complained of can only be removed by 
the introduction of a gold and silver coinage of 
one weight and fineness, such com to become the 
universal measure of value for British India.” 
i^o less than 27 varieties of rupees were current 
in Bengal m about 1793 ; and some idea of ibe 
currency of the Punjab at the time of the lU' 
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troduction of the Company’s rupees into the 
Province can be gamed from the following, 
extract from a Financial Letter from the Govern- 
ment of India to the Court of Liiectors, dated. 
7th July 1849 : — 

“ Lieutenant Colonel, now Sir Henry 
Laurence, reports that before the time of Eunjeet 
Singh the currency of the Punjaub was in a very 
confused state. Eunjeet Singh closed all the 
mints, except those at Lahore and Amritsar, 
where was first coined the nahakthahee rupee. 
He did not, however, proscribe the circulation of 
tne pre-existing coins, and it was only in 1847 
that by Colonel Laurence’s recommendation a 
new mint was opened at Eawalpindi for the 
express purpose of coining the old rupees, of 
vaiious denominations, into nanakthakees. \Vbe& 
the Company’s rupee was first introduced in any 
numbers into Lahore at the time of Mr. Mac- 
naghten’s visit, there was no fixed value for 
It, and the Sepoys were glad to get 15 or 15^ 
annas for their rupee ; but when the British 
troops occupied the city in 1846 the shroffs could 
only make a profit of two annas per cent, by 
changing Company’s rupees, and now the lowest 
premium which the Company’s rupee bears with 
the "anakshahee is Bs. 1-8 per cent. Colonel 
Laurence speaks of the nanokshakee as the 
national currency of the Punjaub ; it is divided 
into three senes, called the poraueh, coined from 
1841 to 1869 (1796 to 1814 A. D.), the chMlme 
coined from 18o9 to 1879 (1814 to 1824 A. D.), 
the chilla, coined since 1879 (1824 A. D.), the 
poraueh is at a discount with the ehulme of 
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Es. 1-8 p9T cent., with the rW^a, of two rupees, with 
-the Company's rupee of Ea- 3. 8. , the cK»l>ne is at 
a discount with the of 8 annas per cent., 

with the Company’s rupee of two rupees percent., 
the ehiUt IS at a discount with the Company’s rupse 
of Es. 1. 8. pel cent. But all these corns are 
really of greater intrinsic value than the Com- 
pany’s lupee, and Colonel Laurence traces the 
cause of the artihcia) value given to the Com- 
pany’s rupee over the and the ehul>n» 

to the fact that neither of those coins are leceived 
at the British treasuries, and that, therefore, 
native merchants wanting bills on the piovinces 
aie obliged to take oitner eMta, na' ahhuhtt', 
01 Company’s rupees to the Treasury/’ 

In their Despatch of 1806 the Court ofPirec- 
tois clearly endorsed the principle that " the 
money oi com which ts to be the punoipsl 
measure of property ought to bo of one metal 
only,” and decided that for India such com muet 
be of silver. The standard weight of silver 
coma issued from the mints of the three Presi- 
dencies was as follows . — 

Calcutta Sicca rupee .. 179i giams 
Madxass Arcot rupee ITfij „ 

Bombay rupee 179 „ 

The weight of the silver com ougmally issued 
from the Moghul xuiiits was one sicca, or 10 
jnii'#t=1795 Cloy grams, “We should be 
molmed,” wiote the Court of Directois, “ to 
propose this weight for the com under considera- 
tion, did we Got think it would answer a good 
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purpose to fix the gioss weight in whole numbers , 
we should therefore prefer the weight of 180 troy 
giams as the nearest to the sicca weight, and 
in so doing we are not aware of any inconvenience 
resulting theiefrom at either of oui presidencies , 
but we are rathei mclmed to think the measure 
will be found useful, masmuch as it will produce 
a greater degree of simplicity in the valuation of 
the com in respect to other money 

The Act No XVII of 1835 made the silver 
rupee of IbO troy grains eleven twelfths fine the 
standard throughout Britisn India The weight 
and the fineness of the rupee have remained 
unaltered since 1835 

The Position of Gold in the Currency 
By section 9 of the Act of 1835 it was 
enacted that “ no gold com shall henceforward 
be a legal tender for payment m any of the 
territories of the East India Company" The 
Court of Directors, however, in the Despach of 
1806 had stated that it is not by any means 
our wish to introduce a silver currency to the 
exclusion of the gold, where the latter is the 
general measure of value, any more than to force 
a gold com where silver is the general measure 
of value ’ In Section 16 of the Despatch they 
clearly defined then attitude towards the use of 
gold as currency — 

* Although we are fully satisfied of the propriety 
of the silver rupee being the principal measure of 
value and the money of account, yet we are by no 
means desirous of checking the circulation of gold 
but of establishing a gold com on a principle 
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fitted fot general use This com, in out opinion, 
should bi» called a gold rupee and be made of the 
same standard as the silrer rupee, viz , 180 troy 
grains, gross weight, and 165 troy grains, fine 
gold, also divided into halves and quarters, so that 
the corns of both gold and silrei should be of the 
same denorainatioD, weight and fineness " 

In view of this prononncoment it is some- 
what difficult to understand why the gold pieces 
of 5, 10, 16 and 30 rupees »-om^ under the Act of 
1835 were deprived of the legal tender quality. 
By a proolamation issued m 1841 ofiicers is 
charge of public tieasume were authorised to 
receive the gold coins struck under the provisions 
o! the Act ol 1835 at their denominated value, 
until they should have passed a certain limit of 
lightness, when the) were to be taken as bullion 
only, by weight It is also not clear uhat was 
the precise object m roquumg public treaBunes 
to receive gold coins which were no longer legal 
tcndei It was certain that so long as the mar- 
ket puce of gold exceeded the denominated price 
of the com in silver, no gold would be biougbt to 
the GoTernment, but if the market price ef gold 
fell belo-w the eilvei denomination of the com, 
gold would accumulate m Government treasuiies 
and this gold could not be used by Government 
in making pa)ments to the public as it was legal 
tender. Such was actually the result of the 
proclamation of 1841, In a letter to the Court 
of Directors, dated 2nd July 1652, the Government 
of India pointed out that there u as 30 lakbs of 
rupees worth of gold in Government treasuries 
which was of no use to them. '* This amount in 
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itself,’’ they said, “ would not have embarrassed 
us ; though obviously there is no advantage in 
being in possession of bo large an amount of com 
-of which we can make no use in aid of the public 
expenditure in India. But we have" reason to 
believe that speculationa are already in progress 
■for forming connexions with Australia for the 
express purpose of bringing up gold when the 
direct line of steam communication is opened 
next year, in order to take advantage of the 
Qovexnment proclamation of 1841, by which gold 
IS still receivable at 15 rupees to the so-called 
gold piece , and m this case we run the iisk of 
being seriously inconvenienced by an excessive 
stock of this metal.” 

The Government of India proposed that the 
proclamation of 1841 should be withdrawn. The 
Court of Directors agreed with the Government 
of India that it was important at once to check 
the receipt of gold into the Indian treasuries, but 
they pointed out that the proclamation of 1841 
was not intended to beat the interpretation which 
the Government of India had given to it. It did 
not, they said, impose upon the officers in charge 
of treasuries an obligation to give silver for gold, 
“ but only to authorise them to receive gold in 
exchange for silver if it smted their convenience 
to do so.” By a notification issued m December, 
1842, it was declared that beginning with January 
1853, ‘‘no gold com will be received on account of 
payments due, or in any way to be made, to the 
Government m any public treasury within the 
■territories of the Bast India Company.” Golds 
however, continued to bo received into the mint, 
for coinage under the Act of 1835, 
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■While the action taken by the Government 
tended to discourage the use of gold as currency^ 
the fall in its puce, conaequent upon the discov- 
eries of gold m Australia and California, consider- 
ably incieased the demand for gold. Memerials. 
were submitted to Government by various : 
Chambers of Commerce piaying for the introduc- 
tion of a gold currency. The mote important 
proposals made with a view to encourage the uea 
of gold as currency weia (1) the introduction 
of the Eovoieign or some other gold com ivhich 
should ciiculabe at its market price from day to- 
day measured m silver ; (2) the intioduotion of 
the English sovereign as legal tender for ten 
rupees, but limited in amount to 20 rupees ^ and 
(3) the change of the monetary standard fiom 
wlrei #>0 goii, A'Jrer i-O' as 

nate coins These proposals were esasninod 
by Ml James 'Wilson in a minute entitled 
*' Pioposals to mtioduco a Gold Currency m 
India,” dated 25th Decembei ld59. Ho thought,, 
and iig tly, that a gold com whose valu^ as 
measuied in silver was ductuatmg from day to 
day, could not be used as currency. To the pro- 
posal to permit the ciiculation of the soveiejgn 
to a bmited extent, of 20 rupees, his objection was 
that the sovereign would not circulate so long as 
its value was above the ratio at which it -was 
made legal tender, and that every effort would be- 
mado to force it into circulation if its value fell 
below that ratio The result would be that those 
who received the sovereign m payment of siaall 
sums (railway companies anJ small dealers, for 
example), would not be able to use them in- 
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makmg laige payments without risk of loss. 
This objection did not apply to a change in the 
standard from silver to gold, and Mr. Wilson 
admitted that if Government “ had to begin de 
novo, convenience would point to a gold standard 
with silver token coins as the best ” But he 
thought that in a country where all obligations 
had been contracted to be paid m silver, to 
change the standard from silvei to gold, because 
gold had depreciated, would be to defraud the 
creditor for the advantage of the debtor and to 
break public faith. His view was that a well- 
regulated paper curiency was mote desirable than 
gold m circulation, and he submitted his propo- 
sals for a Government paper currency in a sepa- 
rate minute 

To James Wilson’s plan for a paper 
cuirency it was objected that the people of India 
would be slow to appreciate the advantages of 
paper money as from times immemorial they 
were accustomed to the use of money of intrinsic 
value 

The case for the introduction of gold into 
circulation in India was ably argued by Sir 
Chailes Trevelyan m a minute dated 20th June, 
1864 Information collected by Sir Charles 
Trevelyan from all parts of India showed that 
theie was a general desire for the introduction 
of gold coins m India , that the people of India 
were well acquainted with the sovereign, and 
that there was every reason to thmk that the 
introduction of the sovereign would be well 
received and that it would circulate freely at 10 
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rupees. The Secretary of State, however, did 
not think it advisable to make the sovereign 
legal tender, but as an experimental measure 
he suggested that the sovereign and the half* 
sovereign should be received into and paid out 
of public treasuries m India foi ton and five 
rupees respectively, and effect was given to this 
proposal by a Government notification in Novem* 
bet 1864. But it was found that the late of ten 
rupees to tho sovereign was below tbe market 
value of the sovereign, and theiefore it failed to 
attract sovereigns to Government treasuries 
The rate was laised to Rs. 10 4 for the sovereign 
and Bs. 5 2 tor the half-sovereign jc October 
iSbS Shortly afterwards the gold price of silver 
began to fall, which entirely changed the Indian 
currency situation, and the Government of 
India acopted the following Resolution on the 
subject of a gold currency on 7th May 1874 — 

“ The expediency of introducing a gold 
currency having been considered, the Governor 
General m Council is not at present prepared to 
take any step for the recognition of gold as a 
legal standard of value m India ” 

The Fa!l tn the Gold Value of Siher. 

The fall in the gold value of silver com* 
menced in 1873, and by 1893 it amounted to 
40 per cent. 

Expert opinion was divided as to the causes 
of the fall. On the one band it could not be 
denied that the production of silver had increased. 
The demand for silver had, at the same time, 
decreased owing to (o) the cessation of free coin* 
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age of silver m Germany, the Latin Union and 
Holland, and (6) diminution m the Indian demand 
for silver caused chiefly by increase in the sale 
of Council bills It 'wonld, therefore, appear that 
the change in the relative values of the precious 
metals vras due to causes affecting silver On 
the other hand, there is a good deal of evidence to 
show that during the whole period, lb73 — 1893, 
gold was appreciating owing te causes affecting 
gold itself-^ecreased production and increased 
demand for industrial and monetary purposes. If 
the purchasmg power of gold and «ilver m terms 
of commodities is consider^, it is found that the 
fall m the gold value of silver far exceeded the 
fall in the value of silver as measured by pur- 
chasing power over commodities either m China 
or in India, while the purchasing power of gold 
over commodities m England increased very 
considerably. The movements of gold and silver 
prices unmistakably chow that the change in the 
relative values of the precious metals was 
primarily due to the appreciation of gold, not 
depreciation of silver. 

But whatever be the causes of the fall m the 
♦gold value of silver, its effect on Indian finance 
was most serious. The Home Charges amounted 
then to about £15,000,000 annually. The Home 
Charges represent a sterling obligation of the 
Government of India, while the revenues of the 
Government are collected in silver. Every fall 
in the. gold value of the rupee thus meant a real 
addition to the burden of the Home Charges. 
Mr. B. B. Chapman, Secretary, Financial Depart- 
ment of the Government of India, described the 
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consoqDonces to British India of the fall id the 
exchange value of the rupee m a note dated I3tb 
July, 1876, from which the following passages are 
taken : — 

“ The injury to our finances hitheito is thus, 
mainly, if not altogether, due to the enhanced 
value that we have to pay in gold in England. 
Our obligations there have been contracted on 
the undeistanding that gold was worth about 
15i times its weight m silver, and gold having 
now risen to be woith about 20 times its weight 
in Silver, the burden of our obligations is pro- 
portionately increased. Om creditors m England, 
who benefit by the change, have no equitable 
claim to the benefit ; but unless there is some 
such international xectificatioo as X have sugges- 
ted, the wrong appears to be, so far, without a 
remedy We have no option but to pay the gold 
that we have contracted to pay. 

“ Now there is no royal road out of this 
difficulty ; it must simply be faced ; we must 
grapple with it and overcome it, or be oveicome. 
The facts and calculations which I have already 
submitted show that in order to meet the new, 
and grave obligations thus lEOposeo upon it, the 
Government of India must, npon the assumption 
that the fall to Is. Id. only is due to a use of the 
value of gold, be prepared, by increasing its 
receipts or reduang its expenditure, to provide, 
immediately, not less than two crores of rupees a 
year in excess of what it now has at its disposal ; 
and it may he, considerably more. We do not 
yet know the worst and cannot say when we 
shall know it. 
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“ The problem them which the Gorerairieiit 
of India has to solve is how to effect an improve- 
{ment in its financial position of two crores of 
rupees a year immediately, and of a further 
indefinite sum hereafter. The task is formidable 
enough to cause dismay. It will be requisite to 
give up all administiatjve luxuries and even some 
necessaries. Schemes of retrenchment must be 
reconsidered which have been, in times past, 
taken up and rejected , and the whole energy and 
ability at the command of the State will be 
needed to effect the requ t^ed curtailments Resort 
must, moreover, I festf be had even to new 
taxation. But a loya ^ Und combined effort must 
be made I see no way of escape from the pain- 
ful exigency/’ 

Any considerable increase m taxation, how- 
ever, was not practicable for political reasons 
aud the situation was one of great difficulty 

Apart from increasing the burden of the 
Home Charges the fall m excnange tended to 
check the investment of foreign capital m India 
and lowered the gold value of the salaiieB, paid 
.in rupees, of the Ruropean employees of the 
Government. It also made foreign trade a 
•gamble m exchange. 

In view of the ultimate establishment in 
India of the gold exchange system it is interest- 
ing to learn that as early as 3876 it was pro- 
posed to secure stability of exchange by closing 
the mints to the coinage of silver and giving 
Hbe rupee an artificial gold value. The mam 
features of this plan are described m the follow- 



1M>IAN CtJERtNCT BEfOEE THE WAE 
r 

jng extract from a letter Iroia iIajOr*Geiieral 
Bichard Strachey, to the Editor of “ The Pall 
Mall Budget," dated lOtfa August 1876 : — 

" The problem of Bolution, therefore, is to 
introduce id India a standard of ralue which 
shall be readily commensurable with that of 
England, with wbicb counfcryits commercial and 
other transactions settled by money payments 
are on so rast a scale, and to place the Indian 
currency on a secure basis so that the fluctua* 
tions in the value of silver, which have become 
60 excessive, shall not endanger the standard 
of value that has been |^dopted for that country* 
It seems probable that^*'e required remedy may 
be found by adopting generally the course 
recommended by the Calcutta Chamber of 
Commerce, but with a few modidcations and 
supplementary precautions. Tbe hist step 
would be to abandon the nnlimited coinage of 
rupees on demand and to place the rupee 
coinage entirely under tbe control of the Govern- 
ment for w^ch alone rupees would here- 
after be struck. A corresponding restriction of 
the paper currency would be necessary, and the 
prohibition of the import of coined rupees. 
At the same time that tho Mint was closed for 
silver It should be opened for gold, or, as a tem- 
porary arrangement, British sovereigns might 
ho adcutted as lair/ui correocy st s rate to be 
fixed for the purpose. The intrinsic gold value 
of the new gold coin, or the current value of 
the sovereign m India, would be arranged so 
as to be equivalent to a gold value of tbe rupee 
of about Is. IQjd. or Is. lid., which was the 
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value before tbe recent great fall in the price 
of silver- Currency notes would be issued 
against gold at the fixed rates, as heretofore 
against silver.” 

I'he authorities m India did not appreciate 
the novel idea of establishing a gold standard 
with a curiency mainly composed of token silver 
lupees issued by the Government, as would 
appear from the following veiy interesting 
passage from a letter from R. B. Chapman to 
Major-General Strachey, dated 26th October, 
1876 •— 

” I am astounded that you should propose 
such a tremendous heresy as a permanent 
divorce between the standard and the currency. 
Surely this is nothing m the world bub an 
inconvertible currency, limited, it is true (though 
I obseive that yon would not even hvnt it 
absolutely), but still tnconccrttf'fe If we are to 
go m for an inconvertible currency, why should 
we go the useless expense of having it m silver r 
surely it would be only commensense to go to 
piper at once ^ I have seen plainly that we 
mast go through a period of inconvertible cur- 
rency of silver with a gold standard , but I 
have always looked upon tnis as an evil of the 
first magnitude fiom which we should use 
every exertion to escape at the very earliest 
opportunity. It startles and staggers me that 
you should say that such a man as yourselfr 
to say nothing of the rest of the powers that be 
at the India Office, should have been seduced- 
mto thinking otherwise for an instant 
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Save you not altogether underrated the volume 
of our silvei currency too ? A true silver sub- 
sidiary cuirency must I maiotuin, be treated as a 
note currency, t c , it must be issued only m 
exchange for gold, and the State should be com- 
pelled to give gold for it, at convenient centres, 
on demand, everywhere Only on these con- 
ditions wiU a silver subsidiary coinage be on a 
leally sound footing , and upon this footing 
even India will not want, I believe, moio than 
80 cioies at the outside, if indeed she wants as 
much You cannot seriously think we could 
for a psimanency a\otd caMm^m the 170 crores 
of rupees that ue should have is excess of our 
wants. Noi can I seriously believe that an accu- 
late thinker hk© yourself would deliberately 
consent to entrust to any Oovexnment on earth 
tne power to issue token coinage at its discre- 
tion to pass as full legal tender No human 
Government yet existed who could be trusted 
With such a power,” 

These views found an emphatic expression 
in a Despatch from the Government of India 
to the Secretary of State dated 13th October, 
1878 — 

“ We are thus quite aware that our standard 
^f value might be enhanced without any immediate 
change in the body of our curiency , and that 
we might, for a time, enjoy many of the 
advantages of a gold etandard, without under- 
going the expense of introducing a gold currency. 
But we wholly distrust the advice and conclu- 
sions of those who thmk that such a state of 
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things could be tolerated permanently, or even 
lor any considerable length of time , m other 
words, that we could introduce an enhanced 
-standard, and yet, indefinitely, escape the obliga- 
tion to introduce an enhanced currency So 
long as the curienoy of a country is out of accord 
with the standard, the conntiy is exposed to all 
the evils of an inconvertible paper currency ; 
the value of its money abroad differs from its 
domestic value, and the community is exposed 
to the depredations of coineis and forgers It 
18 not, we conceive, necessary foi us to multiply 
arguments on this point , ^ we must record 
our deliberate co-iviction that, although we 
could hardly una t any ciicumstances, hope to 
effect an enhancement of our standard of value, 
without being compelled to endure fur a time, 
the evils inseparable from a currency not tiuly 
representing the standard, it uould be our im- 
perative duty to adopt immediate and definite 
measures to bring this state of things to an 
end, within a specified time, by the introduc- 
tion of a sound currency, that la to say, of a 
currency representing the standard by its own 
independent value, abroad as well as at homo ” 

The Government of India favoured the settle- 
ment of the silver question by international 
agreement, but they were of opinion that if an 
international conference failed to arrive at a 
satisfactory decision regarding silver, it would be 
necessary to stop the fiee coinage of silvei and 
introduce a gold standard with a gold currency m 
India. An international Monetary Conference 
*was convened at Brussels in 1692, but it suspend- 
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ed Its labours on December 17, nsthout coimn® to 
any definite conclusions. It was to meet again 
on 30th May. 1893, if thevaiious Grovernments 
which were represented m it appioved. But it 
never met iigaia. A month before the meeting of 
the Brussels Conference the Secretary of State 
for India had appointed a Cuviency Committee, 
presided over by lioid HeracheJl, to consider the 
proposals of the Government of India The 
Committee accepted these pioposals with soma 
modifications Acting oo the advice of the 
HerscheJ] Committee the GoTejnment closed 
the mints to the hee coinage of silvei by 
Act No VIII of 1893, passed on 26th Judo 1893. 
On the same date three notifications wore issued, 
the first providing for the issue of rupees in ex- 
change for gold presented at tbe Indian mints at 
the rate of I6d to the rupee; the second autho- 
rising the receipt of sovereigns and half-sovereigns 
by the Government m payment of taxes and other 
Government dues at led to the rupee , and the 
third pioviding for the issue of currency notes in 
exchange for British gold ooin ot goJd buJJion at 
the same rate. 

India’s Foreign Tiade, 1878 to 1895 

effects of the fall m th© exchange value 
of the rupee on India’s foreign trade were foicibly 
described in a Despatch from the Government of 
India to the Secretary of State, dated 9th Novem- 
ber, 1878 •— 

‘ The consequences of a fall m the exchange 
on the Import trade of India at© almost equiva- 
lent to those of an Intpori doty ot oorrespoudiog 
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•amount. To secure the same profit m Sterling 
money with a falling rate of exchange, the prices 
of articles measured m rupees must be raised m 
the same proportion ; sales will therefore be re- 
duced, and the Export trade yro tanto checked 
also It IS, of course, true that the direct effect 
of the low excnange is to stimulate the Export 
tiade, but the set-off caused by the opposite in- 
fluence on Imports must not bo overlooked in 
estimating the value of this one advantage of 
cheap silver. It is unfortunately imposaibe to 
deduce any positive conclusions from the trade 
letuins as to the real effect of the fall m silver on 
the Export and Import trade of India ; the dis- 
turbances due to the seasons of extreme drought, 
to the commercial depression, and to the political 
troubles which have characterised the last two or 
three years, have been of a nature to obscure or 
obliterate the results that might perhaps have 
been anticipated As a mattei of fact, no im- 
provement can be traced with any confidence m 
the Export trade, and it remains doubtful whet her 
the greater cheapness of the rupee (subject to the 
opposite influence above alluded to operating 
through tne Imports) has had any beneficial effect 
at all on the trade of India.” 

By itself a fall m exchange tends to check 
imports, and to stimulate exports. To the con- 
tention that the depreciation of the currency is 
equivalent to a bounty on exports it is objected 
that the gams of they exporters are at the 
expense of other classes of the community, par- 
ticularly the labourers. Trade returns, however, 
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show that during the period of the falling rupee 
imports into India increased by a larger percent- 
age than the exports. The total ralue of imports 
of private merchandise m 1873-74 was 31,62 
lakhs, and of exports, 54,96 lakhs. In 1894-95 
imports bad risen to 70,1b lakhs, oi 122 per cent., 
and exports to 108,81 lakhs, or 98 per cent. Tee 
greater expansion of the import trade as compared 
with the export trade is explained by the very 
considerable fall in gold prices which occurred 
duiisg this period. It would also seem that 
while a stable exchange is an undoubted conveni- 
ence to trade, a country’s foieigo trade may 
prosper in spite of a fluctuating exchange. 

Indian Currency, 1898 to 1898. 

The 16d rate had been chosen as it repie* 
Bested the exchange value of the rupee rn the 
years immediately preceding tbe closing of the 
mints to the coinage of silver. Government 
hoped to prevent a fall in exchange below 16d. by 
*' starving tne circulation”. If, while population 
23 increasing and trade is expanding, the growth 
of the currency is restricted, tte effect would be 
to reduce the volume of the currency in relation 
to trade. The closing of the mints was, however,, 
followed b\ a fuithei fall in exchange, and the 
fall continued until the rupee touched its lowest 
point, 12|d in January 1895. This was due to 
several reasons (1) Some 20,000,000 rupees were 
coined by Government immediately after the 
closing of the mints. This represented silver 
received from banks and others shipped to India 
before the closing of tbe mints. (2) Many 
millions of rupees wore imported into British 
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India, where the face value of the rupee was 
greater than its intrinsic value, from the Native 
States. (3) Eupees also came out of hoards. 
(4) There was an increase in the net circulation 
of notes as can be seen from the following^ 
figures — 

Net c%rculation on 31st March. 

Lakhs of lupees. 

1892- 93 . 26,40 

1893- 94 30,41 

1894- 95 30,70 

(5) Finally, the Council bills sold by the 
Secretary of State m 1894-95 amounted to about 
£17,000,000 as compared with £9i millions sold 
in the pieceding year The effect of the inciease 
in ti e sale of Council bills was to reduce the cash 
balances in the Government treasuries and to 
increase the number of rupees m circulation. 

Having reached its lowest level m January 
1895, the exchange value of the rupee began to 
rise, and in the latter part of 1897 it nearly 
touched 16d The years 1895 to 1898 were a 
period of the appreciation of the rupee in terms 
of gold. The exchange value of the rupee was 
now completely divorced from its bullion value 
and fluctuated independently of the price of silver. 

Between 1895 and 1898 the value of the rupee 
m teims of commodities also tended to rise, if due 
allowance is made for the severe famine of 1896- 
As tbe result of famine, the prices of food grams 
in 1897 rose 60 per cent, as compared with the 
average of 1891-95, and something more than 60 
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•per cent, as compared mth tije prices m 1895. 
But excepting food grams, there was a clear ten* 
dency towards a fall in general prices in India. 
In other words, the scaicity of rupees which was 
an important factor m raising the exchange value 
of the rupee, also caused the rupee to appreciate 
in teims of commodities. Another effect of the 
relative contraction of the currency was the rise 
in the puce of capital or the rate of interest. 
The average rate of discount at the Presidency 
Bank of Bengal during the five years preceding 
the closing of the mints was 5*0 per cent, ; during 
the guin^uennial period ending 1898 the average 
io«e to 6 2 per cent. 

Tht Pro_pos<xl to Jteoipon the Iniian jUtnfs to 
the Coinage of Silver. 

In August 1897 the Government of India 
were asked by the Secretary of State whether 
they were in favour of reopening the Indian mints 
to silver if France and United States of America 
opened their mints to silver as well as gold. The 
Government of India saw no very good reasons 
for adopting the course si^gested. They pointed 
out that the return to silver monometallism 
would cause an intense disturbance of trade, and 
in ca=e the experiment failed, the whole cost of 
failure would have to be paid by India alone. 
Further, international bimetallism could not suc- 
ceed without the co-operation of the United King- 
dom, and since the United Kingdom was not 
prepared to change her monetary standard, the 
best possible course for India was to link her 
currency system with that of the UnitedKingdom, 
the countiy with which her trade and financial 
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connections were most intimate. The Govern- 
ment of India finally decbned to give the under- 
taking desired by Fiance and the United States. 
In view of the fact that then currency policy had 
succeeded in aiiesting the fall in exchange, their 
objection to re-opening the mints to the coinage 
of silver, which meant a leversal of their policy, 
was well founded 

The Appointment of the Fowler Committee. 

On the 3rd of March 1898, the Government of 
tndia sent a commonication to the Secretary of 
State urging the establishment of the gold 
standard m India In paragragh 26 of their 
Despatch the Goveintnent of India said — 

“ We believe that the effective introduction 
of the gold standard will be welcomed by the 
banking and mercantile communities and by the 
public of India It has indeed been pressed upon 
us strongly by the Bengal and Madras Chambers 
of Commerce and m the press that the time 
has arrived to put an end to the uncertainty and 
fluctuations of exchange , and the discussion m 
the Bombay Chamber of Commerce on 
February 9 indicates that the members of 
that Chamber share this opinion We think, 
therefoie, that we may expect their support 
m the measures we' propose, though neither 
the Bengal Chambei of Commerce nor the 
Bombay Chamber has declared in favour of any 
particular scheme to secure the object, and the 
Madras Chamber has supported, with some modi- 
fications, the proposals of Mr. Lindsay, to which 
we allude below . Accordmgly, we strongly urge 
that no time should be lost by Her Majesty’s 
Government m giving effect to our proposals.” 
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This comiBunication led to the appointment 
of the Fowlei Committee. At the time when the 
Despatch o£ Match 3rd was written, the exchange 
yalue of the rupee was still somewhat less than 
16d. The Go\eiaraeni of India pioposed to raise 
exchange by reducing the volume of the silver 
circulation and replacing the eilvei v^ithdiawn 
from the circulation by gold. “ The necessary 
condition of a fixed rate of exchange betueea two 
countries,” they eaid, “ is that, when the currency 
of one of them becomes redundant as compared 
With that of the other, the ledundancy may be 
relieved by the withdrawal, for a time, of the 
excess com, and we wish therefore to reach the 
condition in which our circulating medium (using 
that term IQ Its widest sense, as embracing not 
only active ciiculation fiom band to hand, but the 
inactive reserves of banks and of the Treasury 
and the like) is not composed wholly of silver 
can which has no value outside the country, but 
contains also a margin of gold which is capable 
of being used elsewhere as com, and uill therefore 
in natural course flow to wheie it is most 
wanted ' 

But how was the rupee circulation to be 
reduced ? The Government of India said . — 

‘‘ Tbo mere reduction of circulation might be 
carried out in the same way in which it was 
effected m 1893, namely by abstaining from draw- 
ing Counsil bills, until we have an accumulation 
of, say, twenty crores m excess of our ordinary 
balances. But this procedure would be both 
costly and, as we behove, ineffective ; in the first 
place, the permanent locking*up of twenty crores 
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of rupees would cost us m the interest on that 
amount, or on the amount of gold bonowed in 
England during the suspension of drawings, and 
in the second place, the existence of this accumu- 
lation of silver coins would be a perpetual menace 
to the exchange market, and would entirely pre- 
-vent any confidence in the future of the rupee. 
"We must not only withdraw the amount from cir 
culatioD, but we must show bv the method we 
adopt that our mteution is that it should cease to 
exist m the form of com, and that its place as 
coin 18 to be taken by gold. Our proposal is 
therefore to melt down existing rupees, having 
first provided a reserve of gold both for the piac- 
tical purpose of taking the place of the silver, 
and m order to establish confidence m the issue 
our measures,” 

The Fowler Committee rejected the proposal 
to melt down rupees, but before the Committee 
made its report the rupee bad risen to Ibd , and 
the Government of India themselves, m the 
altered circumstances, would not have recommend- 
ed tftat measure. The mam recommendations 
of the Fowler Committee were that the sovereign 
and the half-sovereign should be declared legal 
tender throughout India at 15 rupees per sovere- 
ign, and that a gold standard, with its ” normal 
accompaniment, ” a gold currency, should be 
established in India. The Committee also re- 
commended that ” fresh rupees should not be 
coined until the proportion of gold in the currency 
IS found to exceed the requirements of the public,” 
and that ” any profit on the coinage o£ 
Tupees ..should be kept in gold as a special 
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reserve entirel} apart from the Paper CnTrency 
Reserve aud the ordtoai^ Treasory bijaoces 
The reserve was to b* Used foi majctajciaft 
evchang" in the manner explained m thefoUeT^juff 
passage — 

^Ubough the Groveinment of India should 
not in our opinion be bound lu law to part with 
its gold in exchange for lupces oi for merely 
internal puiposes ne regaid it as ti-e principal 
use of a gold reserve tnat it srould be free!) 
available for foreign tern ttmees wh8ne\ei the 
eschan^s falls below specie point , and the 
Government of India should make its gold avail 
able foi this puipose nh u i-ec'-ssarv under such 
conditions as Che circuoistauces of the time may 
render desuable an 1 when it has aeeumu 
}st€>£ s c j ^ jAS'g' ss gtj2d 

IS availabl" m its Trcasui\ it might discharge its 
obligations m India lu ^old instead of m rupees 
The Lindsay «cheme to the introduction of 
gold standaid witnout a gold currerej n-as 
rejected by the Fowler Committee 

The Go% eminent of India accepted the 
recomznendations of theComui tt“e The sovereign 
was declaied legal tendei the Gold Standard 
Reserve was instituted aud active steps \sero 
taken to encourage the uae of gold as currsnej 
Arrangmeuta wore also made for *''e coinage of 
gold m India but the scheme was dropped when 
it was nearly complete in ISO’ The results of 
encouraging the use of sovereigns as a mediuuj of 
circulation were howevei considered to he 
unsatisfactory and the Governmant of India 
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resumed the coinage of rupees on a consideiable 
•scale in 1900. 

The Gold. Exchange Standaid. 

Though the Government of India fully 
intended to carry out the recommendations of the 
J’owler Committee, the Indian currency system 
has not developed along t e lines recommended by 
that Committee. The mam featmes of oui pre- 
wai cuirency system were essentially those of 
Mr. Lindsay’s scheme 

The central idea of Mr Lindsay’s plan is 
that gold IS not required for lutornal circulation 
but for the payment of international indebted- 
ness For maintaining exchange it IS, therefore, 
sufficient if the national currency is convertible 
into gold at a constant rate for meeting sterling 
obligations abroad When Council bills are sold 
in London, gold is deposited m the reseives kept 
there and rupees are issued m India, and the 
rupee circulation increases The circulation 
automatically contracts when bills are sold in 
India to meet an unfavouiable balance of trade 
The rupees obtained for bills are witndiawn from 
the circulation and gold is paid out of the leserve 
in London The Gold Standard Eoserve, (Mr. 
Lindsay’s “Gold Conversion Fund)’’ is kept m 
London, as gold is really required only for the 
settlement of the balances of India’s foreign 
indebtedness, and London is an important centre 
for the settlement of mteinational indebtedness. 
These are the mam features of Mr. Lindsay’s 
scheme. Several objections were raised against 
the scheme. The Government of India m their 
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Despatch of Srd March 3898, gave as one of tfcejr 
mam leasona for deciding not to adopt the scheme, 
t hat it ould involve them “ in a liability to pay 
out gold in London in exchange for rupees 
received in India to an indefinite extent " 
Mr Lindsay s reply to the objection was that 
Government would be involving themselves in a 
greater liability by undertaking to give gold in 
Indii A second objection to the scheme was that 
the local on of the Gold Standard Eeserve in 
London w ould excite distrust and suspicion. “ A 
gold leserve, ’ said Sit James Westland m bis 
memorandum on the scheme, “ intended to support 
the mtioauction and maintensDCe of a gold 
standard in any country ought to be kept m the 
country if it is to produce its full effect in the 
way of establishing the confidence which is almost 
indispensable to the success of the measure'' 
Mr Lmd-say, however, thought that the foreign 
capitalist would have greatei confidence if the 
te«eive was kept in London “It is only people 
who ati d out capital to India that are concerned 
m the matter , the people who work with local 
capital in India will be very much in the same 
position as they are at present The token 
rupees are all they want. ’ 

The chief difference between Mr. Lindsay's 
plan and the measures proposed by the Govern* 
ment of India was that the former provided for 
the contraction and expansion of the currency by 
the withdrawal of rupees from, and the issue of 
rupees into circulation, while the latter recom- 
mended the adoption of the principle of free in- 
flow and out-flcw of gold. If there was no fresh 
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coinage of rupees, the demand for additional cur- 
rency caused by the gtovrth of trade would be met 
by the issue of gold coins ; if at another time the 
currency became redundant, the excess would be 
got rid of by the exportation of gold. Mr. 
Lindsay’s plan, it was also pointed out, invested 
the Government with some degree of control over 
the volume of the rupee currency, foi new lupees 
weie to be coined from bullion bought at the 
discretion of the Government. " This is not a 
feature of the plan," wrote Sir James Westland, 
“ that can commend Itself ID principle, for the 
regulation of the sole full legal tender cunency 
of a country should be entirely automatic and 
not m any degree dependent upon the discretion 
of the Administration.” 

Indian Currency from 1398 to the 
Outbreak of War. 

The chief matters of interest in our cuirency 
history during this period ate the investment of 
the Gold Standard Keserve m securities in 
London, the formation m India m 1906 of a 
rupee reserve as part of the Gold Standard Ee- 
serve, the diversion m 1907 of piofits on the 
coinage of rupees for capital expenditure on 
railways and tne sale of sterling drafts by the 
Government of India in the exchange crisis of 
1907-08. 

In 1905, and again in 1906, some difficulty 
was felt in meeting the demand for rupees in 
India and this led to the formation of a special 
rupee reserve which could be utilised for prevent- 
ing exchange from rising above Is. 4d. At first 
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the loserve was held inside the Paper Currency 
Eeseive in the form of silver ingots and then m 
partly coined rupees, but in 190o it was decided 
to hold it m the form of coined rupees only. But 
as the icseive was needed for pieveuting the 
rupee from rising to a piemium ovoi Is id , its 
name was changed to the Gold Standard Kesetve, 
which now consisted of two poitious, one held 
in the form of sterling securities in London, and 
the other in rupees in India The rupee branch, 
like the stoiling branch, of the lieseive, consisted 
of the profits on the coinage of rupees 

It 1907 a Bailway Committee appointed by 
the becietaiy of State lecoromcndod that 
X ], 000, 000 out of the profits on the coinage of 
rupees in 1907 should be devoted to improve* 
Jients for Indian railways The Secretary of 
State went fuither than the Committee and 
decided that for the future one half of any 
profits on the coinage of rupees should be used 
for capital expenditure on railways until the 
Gold Standard Keaerve reached £ 20,000 000. 
It was intended that after that total had been 
reached, the whole of the profits on silver coinage 
should be diverted from the Eeserve. The 
Government of India, however, thought that the 
sterling portion of the Eeserve should be allowed 
to accumulate to i 20,000,000 before any sums 
were diverted from it In reply to a commuai- 
cation from the Government of India on the 
subject, the Secretary of State said “ The 
danger which you allege of a fall in exchange I 
regard as illusory, havmg regard to the present 
conditions of trade, the amount of securities in 
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the Gold Standard Beseivc and of gold in tho 
Currency Keseive.” He adhered to hia decision 
and used £ 1,123,000 of the profits of coinage for 
railway capital expenditure 

But tho danger of a fall m exchange uas not 
illusory. The severe financial crisis in America 
in the autumn of 1907 and tho consequent mone- 
tary stringency in the mort-y markets of the 
•world, combined 'uith tno failure of the summer 
monsoon in India m 1907, caused Indian exchange 
to fall suddenly iq November of that year. T,ie 
Exchange Banks asked Government to sell tele- 
graphic tiansfere on London at Is. 4d. per rupee, 
but the Government, after consulting the Secie* 
tary of State, refused. Ihe Government also 
refused to give gold for export from t^ e Paper 
Currency Beseive m larger quantities than 
£ 10,000 to any one individual in one day The 
exchange continued to fall and on November 2did 
it fell to Indian importers began to 

buy British Postal Orders for £ 10,000 and other 
large sums as a means of making sterling pay- 
ments, and then tbe Secrctarv of State urged the 
Government of India to give gold for export. The 
Government of India also informed the Exchange 
Banks on 7th December that, should it become 
necessary, they Tvould offer for tender in India 
sterling exchange on London. On 26th March 
190b sterling bills 'were first sold in India, and 
they continued to be sold till 11th September 
1908. In all £ 8,058,000 was withdrawn during 
this pariod from the Gold Standard Eeserve to 
meet the bills. 

The crisis of ltR)7-08 showed that strong 
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gold reserves were essential for the roamtenance 
of eschange. Duimg the crisis £ 4,179,000 was 
withdiawn by the pnblicftom the Papei Curreucy 
Reserve, while only £ 250,000 was exported on 
private account Another lesson taught by the 
crisis was “ the desirability of formulating m 
advance and giving publicity to the policy which 
it is intended to pursue in a crisis”. “It is almost 
as important,” wrote the Ghambeilam Commiss- 
ion, “that the general public should have con- 
fidence in the determination of the Groveinment 
effectively to use their resources to maintaiD the 
rupee at Is 4d., as it is that the Government 
should have the necessary resources for so doing." 

The Chamhtrlaxn Covwnision. 

The Chamberlain Commission was appointed 
in April 1913 to consider, among other matters, 
“ the measures taken by the Indian Government 
and the Secretary of State for India in Council, 
to maintain the exchange value of the rupee in 
pursuance of, or supplementary to the recom- 
mendations of the Indian Currency Committee 
of 1898, more particularly with regard to the 
location, disposition and emplojment of the Gold 
Standard and Paper Currency Reserves." The 
Commission approved of the measures adopted 
by the Government m order to maintain the 
eschange value of the rupee, though these 
measures were “ less in pursuance of the re- 
commendations of the Committee of 1898 than 
supplementary to them." This is shown by the 
fact that the Government abandoned the attempt 
to encourage the use of sovereigns m India, and 
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kept the Gold Standard Beserve in London for 
the support of exchange. The Commission was 
not in favour of introdncing a gold circulation 
m India “ The estabbshment of the gold value 
of the rupee on a stable basis,” they wrote, ” has 
been and la of the first importance to India,” but 
gold in actual circulation is of little use for the 
support of exchange. Further, they tried to 
show that the attempt to encourage the circula- 
tion of gold would necessarily weaken the gold 
reseives of the Government, and thus xnako it 
difficult foi Government to maintain exchange 
in a time of crisis. To the objection that without 
gold m active circulation India’s currency system 
would remain a ” managed ” system, their reply 
was that there was no ” essential difference bet- 
ween the power to import sovereigns at will and 
the power to have gold coined mto sovereigns 
m India.” They finally concluded that ” It would 
not be to India’s advantage to encourage the 
increased use o£ gold in the internal circulation 
In paragraph 7b of then report, the Commission 
said — 

” To sum up, our view is that India neither 
demands noi requires gold corns to any consider- 
able extent for purposes of circulation (as oppos- 
ed to saving or boarding), that the most generally 
suitable media of internal circulation m India are 
at present rupees and notes, and that the Go- 
vernment should, as opportunity may offer^ 
encourage notes, while providing — and this is 
the cardinal feature of the whole system — absof 
lute security for the covertibility into sterling o^ 
so much of the internal currency as may at any 
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moment be lequired for the settlement of India’s 
external obligations ” 

As regaids the Gold Standard Besetve, the 
Commission did not fix any limit np to •which the 
Beserve should be aceumulated They recom- 
mended that the profits on the coinage of rupees 
should for the present continue to bo credited 
exclusiielj to the Ke‘'eiie, and that Goieinmeot 
should aim at keeping one half of the total 
Beseive in actual gold. The rup e branch of the 
Beaeive they considered to be ‘responsible fer 
much confusion and doubt as to the efficiency of 
tbeIvesor\e and they recommended its aboli- 
tion They did not consider it necessary that tne 
use of the BebCive should be regulated by statute. 

But we advise,” they said, ” tuat the Govern- 
ment should make a public notification of then 
intention to sell bills id India on London at the 
rate of Is 6 whene\or they are asked to do so 
(as was actually done m 190 b aud confirmed m 
1009) to the full extent of their resources \Ve 
believe that the knowledge that such exchange 
can be purchased at any time Will do much by 
itself to inspire confidence, aud 80 to reduce the 
actual demand for diafta on London, and to pre- 
vent that feeling of panic which is liable to 
accompany and to aggravate periods of financial 
strain With the Hesoi^e for the support of 
exchange so strong as it will, we hope, prove if 
our rocommendations are accepted, we do not 
think that there is any leason to fear that in 
undertaking this liability the Government of 
India would be in any danger of being unable to 
carry out tbeir obligation ” 
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As regards the sale of Council drafts in 
Xiocdon, the Commission, ■while recognising that 
the Secretary of State sells Council drafts, not 
for the oonvemenca of trade but to piovide the 
funds needed in London to meet the requiiements 
of the Secretary of State on India’s behalf, did 
not recommend “ any restrictions upon the 
absolute discretion of the Secretary of State as to 
the amount of drafts sold or the rate at wbicb 
they are sold, provided that it is withm the gold 
poirts,” 

Only partial action could be taken by the 
Ooveinment on the Beport of the Chamberlain 
Commission, as the 'war broke out shortly after 
the publication of the Beport in 1914. Govern- 
ment issued a notiEcation m 1914 guaranteeing 
to issue sterling drafts on the Secretary of State 
m London. The silver branch of the Gold 
Standard Eeserve was also abolished m 1914 by 
the transfer of 6 crores of rupees held m the 
silver branch to the Paper Currency Eeserve for 
an equivalent amount of gold. 



Indian Cnrrency since the War. 


Having karnt id the crisis of 1907.08 how 
•to use their gold reserves for the support of 
exchange, Government ■wore fully prepared to 
meet the ■weakening of exchange which was the 
immediate result of the outbreak of v ar. Between 
Cth August, 1014 and 9dth Jaouaryp 1015, Bo' 
verso bills were sold to the extent of £8,707,000. 
Beveise bills were again sold in 1916.1(3 
(£4,893,000) and between November 1918 and 
April 1919 (£5,465,000). Apart from these 

temporary periods of ■weakness exchange was 
strong throughout the war As a matter of fact, 
our currency troubles during the greater part 
of tho war were due, not to a falling rupee, but 
to a rupee whose exchange value rose to un* 
expected and unprecedented heights. Before we 
discuss tho causes of tho abnormal rise in the 
rvpea rvbjch commenced w J9J7, however, it 
seema desirable to explsm briefly the nature and 
operation of the gold exchange system in India 
before the war 

A gold exchange aysteia is an artificial sj stem 
in the sense that the rate of exchange under this 
system does not depend upon tho intrinsic value 
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of the silver com. Before 1893 every fall m the 
price of silver reduced the exchange value of the 
rupee, but during the whole period between 1899 
and 1916, the fluctuations in the price of silver 
exercised no mfluence upon the course of the 
rupee exchange. Exchange rose and fell accord- 
ing to the supply of, and the demand foi, foreign 
bills. The exchange value of our rupee was thus 
completely divorced from its bullion value. 

But it should not be supposed that ae soon as 
a country has conferred an artificial gold value 
upon its silver com, the market price of silver 
becomes a matter of indiffeience Violent flue- 
tuations m the price of silver m either direction 
would destroy the system, or make it impossible 
to work. The essential feature of a gold ex- 
change system is the use, for the purposes of 
internal circulation, of a token com, which is con- 
vertible into gold foi foreign remittances at a 
more or less constant rate When a token com 
ceases to be a token com, on account of the rise 
m the value of its metallic, content, the 
gold exchange system automatically ceases to 
exist. It thus appears that the existence of the 
gold exchange system and its successful operation 
depend upon steadiness in the value of silver. 
Eor the purposes of the gold exchange system it 
18 comparatively a matter of indifference whether 
the ratio of silver to gold is high oi low, but it is 
not a matter of indifference whether the ratio 
is steady or subject to frequent and violent 
changes. This aspect of the question was duly 
considered by the American Commission on Inter- 



240 


INDIAN Cl BBENOr SINCE IHB WAR 


national Exchange of 1903 In the argumenta 
submitted by the Ameiican Commission totba 
foreign Commisaiooa thaie was a whole section 
devoted to “ Conaideiations regaidmg the puce 
of silvei.” " Whothei the absolute puce of bar 
silvci be high or low ’ , wrote the Ameiioan Com- 
mission, “ 18 a matter of comparatively slight 
importance, in as much as the latio could be fixed 
to correspond, provided the price remains steady ; 
but if after a ratio had been once fixed, the price 
were to inctoase decidedly (so that the bullion 
value of coma exceeded then nomiQ'il value) the 
coins would be melted down and the system 
would be destroyed On the other hand, if the 
price of silvei were to fall lery low, the burden 
of maintaining the parity would be heavier, in as< 
much as a largn gold reserve fund might be 
requited to maintain confidonce It is extremely 
desirable, therefore, especially for the countries 
that ate somewhat weak financially, that the price 
of silver bullion should remain steady at a point 
somewhat neai tho ratio agreed upon ’’ 

In India attention has been concentrated on 
devising moans for preventing the rupee from 
falling below a certain level- 2ho possibility of 
a use in the rupee much above its gold parity 
was never sciiously considered bj Governiaent 
or any one else This is certainly curious 
in Mew of the fact that the rise m the 
piico of silvci ID l90b-07 caused the gold exchange 
system of several countries to collapse, though it 
did not affect us The gold exchange system was 
introduced into the Pferlippmes la 1903 The unit 
of value was the silver peso, 416 grains m weight. 
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“ The margin between the bullion value and the 
money value of the 416 grama peso, at the average 
price of silver for February (1903) was about 32‘4 
per cent.”, which, says Kemmerer, “ to most 
people seemed to be a generous margin of safety.” 
But three years and eight months later the gold 
exchange system completely broke down owing to 
the use in the price of silver. The monetary 
situation was reconsidered by the Philippines 
Government and the Government of the United 
States, and after many months of deliberation it 
was decided to reduce the weight and the hueness 
of the peso, thus reducing the fine silver content 
of the peso by 34 per cent, and changing the ratio 
with gold from 32*5 to lto2I’3tol, “With 
this new ratio,” wrote Kemmerer, “ the new peso 
cannot be in danger of the melting pot until 
silver reaches approximately 45|d.”, and he 
thoagbt that the peso was weif protected 
by the large silver circulation of India and 
Japan. Thus Kemmerer wrote in October 1916. 
In less than a year, however, silver rose to 55d. 
throwing into confusion the currencies of India, 
the Philippines, the Straits Settlements and 
other Eastern Countries. 

The use in the price of silver in September 
1917 to 55d. put an end to our gold exchange sys- 
tem. The rupee ceased to be be a token com — 
there was profit m melting and exporting it. As 
the price of silver continued to rise, the mamtea- 
ance of the old ratio, 16d. to the rupee, became 
impossible. The rise in the cost of production of 
the rupee compelled the Secretaiy of State to 
raise the price of rupees. The minimum late for 
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Immediate Telegraphic Tiaasfers, Tihich was aN 
ready Is 5d., was raised to Is bd. on 12th August 
191B, Is 8d. on 13th May 1919, Is lOd on 12th 
August 1919, Ss. on 15tb September 1919, 2s- 2d. 
on 32n(i Norembei 1919, and 2s 4£J on 12t:h 
December 1919 

A contiibutoiy cause of the rise in exchange 
was the stiong demand for rupees due to the 
hear y balances of trade in India's favour. But 
even without the assistance of the favourable 
balances of ti ade the rise in the price of silver was 
BudiGieut to destroy our system If the rise had 
occurred, not duimg the wai but before the war, 
the collapse of the gold exchange system would 
have been as complete as it was duimg the war. 
It should be lecogujsod that the break 'down of 
the gold exchange system was due, not so much to 
war causes, as to the simple fact that the price of 
silver lose above the bullion par of the rupee 

When the price of silver rises bo that the 
intrinsic value of the token coins esceods the 
face value, the gold exchange system can be 
re-established either by raising the gold par or by 
debasing the token coins The majority report 
of the Babington Smith Gomniitte, appointed by 
the Secretary of State in May 1910 to consider 
the Indian currency situation, recommonded the 
raising of the oiwchange value of the rupee to 2s. 
(gold) The chief objection to the reduction in 
the weight 01 fineness of the rupee was that it 
would “ leact gravely on the credit of the Go- 
■vomment and possibly lead to serious social and 
economic consequences”. The 2s rate was chosen 
as the Committee believed that if the exchange 
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•value of the rupee was fixed at a figure lower 
than this the rupee could not be established as a 
token com. The price of siItoi throughout 19J9 
was high and in February 1920 it reached the 
high water-mark of 89Jd , and it seemed probable 
that for many years to come it •would remain at 
a high level. Kecomage being impossible, a 
stable gold exchange standard could be ensured 
only by raising exchange, and raising it enough 
to make the rupee safe from the melting pot. 

A considerable rise or fall of exchange has 
an important effect upon a country’s level of 
■prices, its trade and industrial development, and 
its finance. The Committee carefully considered 
this aspect of the question The views of the 
Committee on the effects of a high exchange are 
discussed below in an extract from a monograph 
on “The Currency System moat Advantageous 
to India ” which I prepared in 1920 
Effect of High Exchange on the Levi of fences 
in India 

“ As regards the effects of the rise of prices 
the Committee agree with the Government of 
India that the ‘ increase m the expense of living 
due to the high price of food-grains as also of 
other necessaries, such as cloth, kerosiae oil, and 
the hardships which this increase has entailed on 
the pooler classes and those of fixed incomes 
have been a very important factor m promoting 
unrest and discontent.’ ‘ The«e views ’ write 
the Committee, ‘ are not a matter of theory 
-alone. Disturbances have actually arisen m 
various parts of the country from time to time as a 
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lesult of high puces and the social and economic 
discontent to ^vhich they gave use is especially 
seiious in a country where the mass of the 
population IS ignorant and uneducated and 
inclined to attribute all calamities to the action 
of the Government The rise in prices in 
India has non leached a point at which it is 
injunous to the country as a whole, and we 
believe that any measures tending either to reduce 
prices or to check ft further increase would be 
beneficial to the mass of the population ’* 

‘ IS IS only by discouraging exports from 
India and encouiagmg imports into India that 
the use in exchange can lower prices A high 
exchange penalises exports and subsidises imports 
This iS the efiect of a high exchange upon exports 
and imports considered b> itself The question 
whether the gam of the importer or the loss of 
the exporter is reduced bj the operation of other 
causes mil be dealt with later on Now the 
Indian consumer who is \eiy poor and for whose 
benetit the Goveinioent desire to lower prices, is 
not interested in the prices of all articles of 
impoit and all aitjcles of export A poor man 
in Indian spends a very lai^e proportion of his 
income upon food That must be so as his 
income is ^eTy small A man earning about 
Es 15 a month with a family of five persona to 
support mil spend about 9 to 10 rupees on wheat 
01 nee alone Other items of expenditure will oe 
puhes and r egetables Es 2 , salt spices and sugar 
annas 8, ghee or cooking oil about Es 2, 
kerosine oil annas 4 to S, firewood (if not free) 
about Es 2 No allowance has been made here 

* t epo t of the fcutrency Coinn ttee 19iO section 49 
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for house rent, clothing and foot-wear and es- 
traoidmary expenses. In the villages practically 
no house rent is paid Clothing will cost in a 
year about Es. 20, foot-wear 2i Es. The ex- 
penditure, as thus estimated, is greatei than the 
income, which means that either poor people 
have debts to pay oi they are underfeeding them- 
selves. In any case poor people in India have 
to spend the greater pait of then income on 
articles of food. As regaids clothing, it would bo 
wiong to think that they are the chief consumers 
of the fine cotton, woollen and silken fabrics 
imported every yeai. They ate mostly clad m 
garments o! coarse cotton cloth made in India. 
Then footwear is Indian shoes, not the imported 
variety. It is not meant that poor people m 
India never buy any imported articles, but if 
true that they spend a very considerable p 
tion of their income on things that art 
imported. They, of course, gain if the price 
kerosine oil and coarse cotton cloth falls, but the 
gam 18 small. They would gam materially if the 
price of atta (wheat-flour) oi nco fell substanti- 
ally. If they spent less on food, they " 

more to spend on other necessaiif 
rise in the prices of food grams whi^®® placed before 
hardest, not so much the rise m Indian 

If the rise m exchange lowers f’ ^ permanent injury 
factored goods imported 5 ’• 

and the middle classes will be the cu 
not 60 much the lower classes. T? 1913-14, 
exchange will discourage exports from Indib„®Sl°7* 
reduction m the prices of all artictes of export,^ 
excepting food grains and one or two other 
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aitjcles, iriH not a3d much to the matenal 
happiness of poor people It 13 wholly unnecess- 
ary to place an embargo upon all exports in order 
to increase the rv ell being of the poorer classes. 

hat IS anted 13 cheap food for the masses and 
not cheap articles of luxury and convewence. 
In view of tnis fact, it is pertinent to inquire 
•whether raising the exchange 13 the only method 
ofloweiiug the price of food, terosine oil and 
cotton cloth (expenditure oa which represents 
about so to 90 pei cent of the income of a poor 
man m India) Particularly bo far as cheap food 
la concerned high exchange is surely not the only 
means of seeming it 

‘ Generally speaking the method of Jorrering 
puces by means 0 ! export duties is preferable to 
and 1 ^^'°^ restricts exports by raising the ex 
for, m the former case the articles whose 
Rupert it IS desired to restiict can be selected, the 
amount of the duty chosen, and the length of 
time during \\hich the restriction is to be m force. 


determined at will 

It IS argued that the rise of exchange will 
impott anJ’if 

income opra i ""'I 

income .. ceiy .H Uw Tieo m eichangeM.il not 

cnnnnrt „ ot view of the Indian consumer, 
m nee aU ^ there is no escape from the 

. iion that the rise m exchange will injure 
our export trade and stimulate imports of manu- 
factured articles of all kinds •which may con«i'- 
ablj injure our manufacturing industries. The 
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position that the rise m exchange will lower prices 
and at the same time do no injury to our export 
trade and manufacturjng industries seems unten- 
able. If the foreign demand for our exports is 
rigid and inelastic so that the Indian producer 
will he able to shift the burden of th® high 
exchange to the foreign consumer, then exports 
will not decrease and prices m the country cannot 
fall. But, as I propose to show, the foreign 
demand for a considerable proportion of our 
exports IS not inelastic, and it cannot be expected 
that the whole of the tax which tho rise m 
exchange places upon our growers and exporters 
of raw produce will be paid by foreigners. 

Fjfeet of Ihglx Exchange upon India's Erport Trade. 

“ The -^lew of the Babington Smith Com- 
mittee IS that the rise m exchange will not do 
India's export trade any peimanent injury. They 
point out that India enjoys a monopoly of some 
articles, while m the case of Some other articles, 
‘ the world demand is insistent despite the high 
range of prices,’ and conclude that ‘ exchange is 
only one, and not necessarily the most important 
factor of which account has to bo taken. After 
careful consideration of the exidence placed before 
us we have ariived at the conclusion that Indian 
trade 3s not likely to snSei. any permanent injury 
from the fixing of exchange at a high level 

“ The following tables show the export from 
India in the prewar years, 1909-10 to 1913-14, 
and in 1918-19 of (a) articles of which India enjoys 
a more or less complete monopoly, and (hjarticles in 
f aspect of which she enjoys a modified monopoly ; — 
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(In thousands 


Articles 

1900 10 

1910 11 

A 

£ 

£ 

Op um 

6 209 

8 509 

Indigo 

234 , 

223 

Myiobolams 

400 ’ 

465 

Mowa 

311 

207 

Jute raw 

10 058 

10 326 

Jute manvi&otares 

11 397 

11329 

Teakwood 

361 

679 

Xiao 

1 847 

1 423 

Til 

1 7j2 i 

2185 

Total 

1 

i 

B 

1 


Eice 

, 12161 

15 487 

Hides and skms 

' 6 434 

5 996 

Oil seeds 

1 10 777 

14 716 

Drugs 

101 

156 

Spices 

472 

539 

Total 



Total exports of Indian 



mercbandiee 

122 997 

137 080 
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“ The pioportion o£ e-sporta of Claases A and 
B to the total Lporta of Indian produce was as 
follows 

1313-14. 

(average), 
per cent. 

A 27 

B 27 


1918-19 


per cent. 
31 
17 


Total 


54 


48 


ioiai , , 

It will ho noticed that ‘h® «porta °f in‘n 

laainifactures ^ioiRl9 It may 

m 1913 14 and £ 35.000,000 in 1918 19. l 

S doubted'’Jhether*the world’s i- 

for lute manutactmes, and even taw j 
llaic . the world markets £or nee we 

skins ate certainly L- articles of 

assume that the foreign de rnodified mono' 

which we enioy a complete or 

polj is absolutely rigid and jg 

shown by the figurea oi out ^ uger on 

about 50’/- of our trade which may sun^ 
account of the rise in e« and it is true 

enjoy a monopoly of every ^ exports 
‘ -with regard to the greater markets 

that they compote successfully m o 
by reason of their ^t fo low^^ 

quality or kind.’* from which our 

rise m exchange may do petma ^ Exchange 

export trade. The burden J; producers 

i£Wed_toJl^^ 

•Goreinment of India* I>Mp»tcU 
1903 
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ID the expoitiDg country are id a position to 
control prices. It has been shown that such 
control of prices is possible, taking the most 
optimistic view of tlungs, in respect ef about 
half of our export trade. The conclusion there- 
fore cannot be resisted that about half of our 
export trade may suffer on account of the rise 
in exchange. 

“ The possibility of injury to our export 
trade is a most serious fact. India is a debtor 
country. That is why it is important that the 
balance of trade should be in hei favour. ‘The 
national solvency of India’, wiote the Government 
of India in 1903, ‘ depends upon the preseivation 
of an excess of exports ovei imports equal to the 
amount of the Home Charges, that is upon 
maintaining a favourable balance of trade. It is 
therefore a vital object with us to stimulate out 
exports by every means m our power, to seek 
new markets and develop old ones, and to remove 
all obstacles which stand in the way of growing 
external trade.’ 

“ The currency policy recommended by the 
Babington Smith Committee places obstacles in 
the way of the export trade. So far from 
stimulating our exports by every means m their 
power the Govenmieiit have adopted a course 
which will seiiously hamper the export trade. 
If the rise m exchange causes exports to dwindle, 
the mamtenanoo of the gold exchange system, 
will become impossible. 

“ The fact that the tax imposed upon 
native producers by the rise in exchange is not 
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always paid by the foreign consumer is shown 
by the effect that the raising of the Straits 
•dollar to 28d. had upon the export trade of the 
Straits Settlements The tin merchant was able 
to raise the price ot tin, as the market for tm 
was strong ‘ The same was true to a lesser 
extent of tapioca On the other hand, pepper 
and gambler, two important items in the Straits 
Settlements export trade, had weak markets 
during the period ot the appreciation ot the 
dollar, and this (act accompanied by a strong 
competition among the producers of these articles, 
resulted m declimog dollar prices and the imp 08 « 
isg of the bimden of the rise in exchange upon 
the exporter and the producer.* During the 
period of appreciation business in the Straits 
Settlements generally, excluding speculatiTe tran* 
sactions, was 'bad ' The Singapore correspondent 
of the London Tunes wrote in bis letter of Decem 
her 1905 ‘ Not for BIteen years has this Colony 

experienced such bad times aud even now signs of 
a revival are by no means hopeful t 

“ But it Will be said that the depressing 
effect of a rise in exchange upon trade is transi- 
tory Sooner or later an adjustment takes place, 
which leaves the producer no worse off than 
before Let us consider the process of adjust- 
ment The use in exchange will reduce the 
profits of Indian producers, unless they are able 
to control the prices of the commodities which 
they produce In order to lower their costs of 

• Modem CnrtencT Befonus by £. W. Kemmrer p 432 

t Ibid p 433 



i}}7>us CVSBSSCT amcs the ttie 


253 


pioduction they will be forced to reduce wages. 
When competition among producers is weak and' 
the demand for a given commodity is strong, 
the burden of the rise in exchange, as we have 
seen, is shifted to the foreign consumer. ‘Where 
the supply of labour employed in the production 
of the commodity is excessive and the wage* 
earneia are not organised, the burden may be 
shifted to the labourer. Where, on the other 
hand, the foreign market is weak and the labour 
supply limited or thoroughly organised, the 
buidem may be shifted to the producer or the 
exporting mecchants’.* In ordei to determine 
who will bear the burden of the rise m exchange, 
in the case of commodities for which the foreign 
market 18 weak, we have to inquire whether the 
agiicultural labourer in India is in a position to 
resist a fall in wages. 

“ Conditions of labom supply in different 
parts of India are not uniform, but it is generally 
true that m no patt of the country have agricul- 
tural wages iisen to the same extent as general 
prices. As has been explained above, the use 
in the price of agricultural produce has enriched 
ttie large farmer, but the agricultural labourer 
has not shared in his prosperity. Our agricul- 
tural labourers are uneducated and ignorant ; 
they are also unorganized. It is therefore not 
surpiismgthat agricultural wages have risen far 
less rapidly than prices. The rise m exchange 
will not only check the upward movement of 
wages but may causa them to fall. The effect 


Ibid p 430 
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of the use m e-^cbaDge in stimulating imports 
and checking etpoits, according to the Bahmgton 
Smith Committee, -will no longer be operative 
■when wages and other elements of coat have 
adapted themselves to the new level of O'vchange. 
The Committee clearly expect wages to fail. 
But they do not realise what that means to 
41 millions of very poor people The fall in 
wages would not matter much if agricultural 
wages had risen to the same extent as prices. 
But facts show that they have not And before 
the process of adjustment m one direction is 
complete, delihorately to start another in the 
opposite direction can only mean starvation for 
the agrioulturai labourer. 

Oaifts hfj Exchange 

“ Just as a falling exchange mcieases the 
burden of the Home Charges, a rising exchange 
reduces the burden. ‘ When the oxchanga value 
of the rupee was Is 4d , the rupee equivalent of 
the Home Charges, on the basis of £ 25,000,000 
a year, ivas 37J mores, while if the necessary sum 
were lemitted at an exchange of ?s. the cost 
would be 25 crores only, a eaviag of 12^ crores ’ 
(Section 53) And if the necesssaiy sum were 
remitted at an exchange of 3s. the cost would 
be 16 Crores only, a saving of about 21 crores. 

* What a uind-fsll,’ you exclaim. The loss due 
to the sale of Bevoise bills, and the revaluation 
JD the rupees of the sterbng investments and the 
gold in the Paper Curtencj Eeservo having been 
deducted, the surplus may be employed m fur- 
thering the development of India or in the 



INDIAN CUREEKCT SINCE THE IVaE 


255 


reduction of taxation. ‘ This is an incidental 
advantage in fixing a high rate of exchange 
•which must be taken into consideiation.’ But 
IS it not necessary to inquire at whose cost this 
advantage is obtained ^ If the rise m exchange 
places surplus revenues at the disposal of the 
Government without doing any harm to any one, 
why not increase the suiplus by raising the 
exchange to 2s. bd, oi As a matter of fact 

the gams by exchange aie puiely illusoiy. They 
are obtained at the cost of some one, and this 
some one, in the first instance, is the Indian 
producer. No elaborate analytic reasonmg is 
needed to show that if the Government are able 
to sell their rupees dear, some one, that is the 
India producer, sells his sterling cheap.” 

Indian press comment on the recommendations 
of the majority report of the Babington Smith 
Committee v,e.s unfavoui able. The effect of a 
high exchange in stimulating imports was one of 
the chief grounds of objection to raising the ex- 
change value of the rupee A great revival of 
Indian industries took place during the war, of 
which Mr. Ainscough, British Trade Commis- 
Bionei in India and Ceylon, gives an admirable 
account m his Bej>ort on tits Gond%tions and 
Prospects of Brihsh Ttade in India at the close 
of the War. The war brought into existence 
many new industries and pioved a blessing in 
disguise to old industries. In the cotton industry 
for example, Indian mill competition both m 
spinning and weaving is becoming more serious. 
” In all branches of the trade,” says Mr. 



256 


INDIAN CDEKBHCr 8ISCB THE WAE 


Ainscough, " greater vigilance and improved 
distributing organisation will be necessary and 
our makers and shippers will have to fight foi 
the business m a way they have never been 
obliged to do before/'* In so far as a high ex- 
change encourages imports, it favours the British 
manufacturer at the expense of his Indian rival, 
“High exchange’ . says Mr, Ainscough, “places the 
British manufactuier in a more favourable con- 
dition hie competitor in India. On the 

whole, theiefoie, his material interests would 
appear to be best served by the fixation of ex- 
change at as high a rate as may be possible 
undei the circumstances “t 

The report of the Indian Cuirency Committee 
was, however, well-received by the British press, 
as may be judged from the following extract from 
an article on “ Trade and the new Rupee basis 
in the Tunes Trade Stt^plement of February 7, 
1920. 

“ Apart from the possibilities of interna- 
tional action, the hope of arresting sterling de- 
preciation lies in iDcieasing production in the 
United Kingdom, with consequent laige shipments 
abroad, so that our former position as a creditor 
countij may be ultimately restoied. The 
immediate eftect of the new sterling rate of rupee 
exchange should be that of stimulating our 
exports to India, while restricting our purchases 
therefiom The repoit of the Committee re- 
ferred to m detail elsewhere natuially avoids 


• r 21, 


t p 38, 
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laying great etress on the point, but it is one 
which appeals to our manufacturers, as is shown 
hy the favourable opinions with which the re- 
commendationB have been received in the indus- 
trial North.” 

Government accepted the recommendations 
of the majority report of the Babmgton Smith 
Committee The attempt, however, to maintain 
exchange at 2s. (gold) did not succeed, as is shown 
by thetablo of exchange rates given at the end of 
tne chapter. 

The history of our exchange during 1920 
may be divided into three periods — 

(a) From the adoption of the report of the 

Babmgton Smith Committee in February to June 
24th when Government lowered the rate to 
Is. for Telegraphic Transfers and Is. 

for Deferreds. 

(b) From June 24th to September 1915 
when Government withdrew the sale of Eeverse 
bills 

(c) The period of uncontrolled or free ex- 
change since September 28th- 

(a) The adoption of the report of the Babing- 
ton Smith Committee raised the rate of exchange 
from 2s. Ad to 2s 10|d. In order to maintain 
the 2s. (gold) rate, it was decided to fix the rates 
for Keverse Councils m accordance with the ratio 
of Bs. 10 to the sovereign, making allowance foi 
the depreciation of sterhng on the basis of the 
latest rate for the dollar sterling exchange. 
Immediate Telegraphic Transfers were sold on 
-5th Fobiuarv at ‘’a Bj'd’at t'^e following 
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the late was raised to 2s As the Govern- 

joent rate was higher than the market rate the 
amounts offered at these and subsequent sales were 
largely over subsciibed The Comptroller of 
Currency in his report for 1919 20 says — 

* 11 hen at the commencement of Pebruar} 
the rate for Eeveise CoanciU went to 2s 81 the 
market rate for Telegraphic Transfers on London 
was quoted at 2s lid At these rates an over 
whelming demand foi sterling rem ttance arose 
and the Kcxerse Councils sold were insufficient to 
bridge the gap between the demand foi steilmg 
remittance and thedemand foi leraittauoe to India 
The necessary eficct of the Jaigo excess if funds 
seeking remittance abioad was to depress the 
market rate of exchange and the divergence 
bet-neon this rate and the lato at which sterling 
drafts weie sold gradually increased until in 
March it w as as much as 3 rf 

On February l£)th A2 000 000 nas offeied at 
a diffeience of aoout 3(i over the maikct rate, tee 
application-' weie for no less than £122 333-000 
In Maich the d Science hetneen the Bank late 
for Tclegiapnc Transfeia and the official rate 
Has about 1 d and applications fell off to 
£50 Oo 000 The diffoience tell to about one 
penu) in Apiil 1 ut by the middle of May it hid 
incieased to 4 (? and applications weie again 

recoil td foi moio than £ 1 ^’ 000 000 At the sale 
on 15th June foi a third time while £1 000 000 
was offered ttndeis weie receded for upunrds 
of £122 000 000 the difference bcti^eer the Gor 
exnment late and market rate being more than 

Id 
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Having regard to the fall in the market rate 
for sterling. Government, as stated above, lowered 
the rates to Is, foi Telegraphic Transfers, 

and Is. ll|gd. for Deferreds, on June 24th. 
They frankly abandoned the attempt to maintain 
exchange at 2s. (gold), considering it hopeless. 
According to the Currency Committee the rate 
for Immediate Telegraphic Transfers on London 
was to be baaed on the sterling equivalent of 
11*33,016 grams of fine gold as measured by the 
prevailing dollar-sterlmg exchange. That eqi- 
valent was 28. Sd. per rupee, while the new 
Government rate was Ij. llj^d. 

(6) The weekly offer of sterling drafts on 
London continued till the end of September, 
when the Government withdrew the offer, not 
without "reserving to themselves the right of 
resuming these sales should circumstances in their 
opinion at any time subsequently render resump- 
tion expedient 

Thus ended the heroic attempt of the Gov- 
ernment to stabilize exchange in accordance 
With the recommendations of the Babmgton Smith 
Committee. 

From January te September 1920 Eeverso 
bills to an amount of ±55,000,000 were sold, 
which figure constitutes a record in the annals of 
Our finacce. The bills were sold at rates which 
veiy often were " absurdly cheap compared with 
the market value ” (The Times, London). “ The 
favoured allotments of tho bills ”, in the words 
of the Indian trade correspondent of tho Man- 
chester Guaidian Commercial, " became a very 
grave scandal 
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(c) The history o£ our exchange since 
September 28th, 1920, is told lu a few words. 
Exchange fell rapidly in October (1920). The 
situation was tersely summarised by a Calcutta 
merchant who, when questioned by a correspon- 
dent of an English financial paper, said that 
theie was no exchange. To support exhange 
Government laised the embaigo on the export 
of wheat from October 1930 till March 1921. 
A total export of 400,000 tons was allowed. 
There was in 1919-20, as compared with 1918-19, 
an increase of 26 per cent, in the area under 
wheat, and of no less than 84 per cent, in the 
yield, which was estimated at 10,092,000 tons. 
The wheat expoxte, however, did not exercise 
any peiceptible influence on exchange. On 28tb 
Decembei, 1920, the rate for Telegraphic Trans- 
fers was is. 5cZ. per rupee, and it continued to 
fall until on March 9, 1921, only ISd. could 
be purchased with a rupee. Then it rose a little, 
but throughout the remaining eight months, till 
the end of the year, it remained a little below 
Is. 4d. steihng (about 13d. gold). 

While toe sale of Beserve bills in 1920 on 
an unprecedented scale did very little to stabilize 
exchange at 2s (gold), it stimulated very con- 
siderably imports into India. This is shown by 
the following table — 
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Value of trade in yriooie merchandise according 
to four mam classes. 

In thousands of rupee s. 

Exports. 

1919-20 1920-21 

Indian Merchandise — 

L — Pood, drink and 

tobacco 42,22,83 43,67,44 

II. — Eaw materials and 

produce and articles 
mainly unmanu- 
factured 1,59,83,16 1,03,42,57 

III.— Articles wholly or 
mainly manufac- 
tured 1,03,24,60 86,91,11 

lY. — Miscellaneous and 

unclassified 3,70,92 4,29,22 

Total 3,09,01,61 2,38,80,84 
Foreign goods (re-exports) 17,77,80 18,04,35 
Total private merchandise 8,26,79,81 2,56,34,69 
Imports. 

I. — ^Food, drink and to- 
bacco . 41,12,88 35,97,14 

II — Baw materials and 
produce and arti- 
cles mainly un- 

manufacture 17,37,08 17,10,55 

III. — Articles wholly or 

mainly manufac- 
tured ... 1,45,35,07 2,74,97,60 

IV. — ^Miscellaneous and 

unclassified ... 4,12,21 7,64,97 

Total ... 2i07^7^4 3,35,60,26 
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The principal impoifca of articles vrholly or 
roainly manufactured were as follows — 

In tkovsand$ of rupees. 
1919-20 1920-21 


Yarns and textile fabrics — 
Cotton 
Silk 
IVool 

Haberdashery and 
millinery 
Others 

Metals->uoo and steel and 
manufactures thereof 

Machinery of alt kinds, inc- 
luding belting for machi- 
nary 

Cutlery, hardware, imple- 
ments (except machine 
tools) and instruments 

Metals, other than iron and 
steel and manufactures 
thereof 

Hallway plant and rolling 
stock 

Carnages and carts, includ- 
ing cycles and motor cars 

Chemicals, drugs and medi- 
cines ... 

Dyes and colours 

Paper, pasteboard and sta- 
tionery 

Glassware and earthenware 


69.07,93 1,02.12,00 
5,92,43 5,59,31 

96,85 3,01,89 
1,59,68 6,63,00 

16, 2d, 78 81,28,68 

9,58,82 24,08,66 

71,74 16.15,73 

6,39,94 9,34,55 

4,58,73 14,13,05 

4,53,62 18,08.08 

3,73,81 5,16.47 
3,23,48 5,72,42 

3,12,71 9,12 49 
2,74,47 4,77,67 
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Apparel 

Hides aud skins, tanned or 
dieseed, and leather 
Furniture, cabmet'ware and 
manufactures of Tvood 
Aims, ammunition, and 
military stores 
'Miscellaneous 


Total 


1,96,61 4,32,12 

53,73 1,28,62 

45,94 95,65 

37,11 63,96 

11,54,39 16.12,29 

1,45,85,07 2,74,97,60 


It will be seen that while in 1919-20 India's 
net oxpoits noreoftbe value of E?. 118 croies, 
in 1920 21 the excess of impoits over exports 
amounted to 79 crores. The fears of those who 
tnought that the rise m exchange would unduly 
stimulate imports and discourage exports, it 
appears, were well-founded. 

The entirely unexpected fall in exchange 
involved out importers m serious losses and many 
of them refused to meet their obligations. What 
a fall in exchange means to importers may be 
shown by an example. At 25. 4d. goods of the 
value of iS10,00D are worth Es. 85,000. When 
the exchange falls to Is. 5d., Es. 1,41,000 must be 
paid to take delivery of the same goods, — a loss 
of Bs 5fa,000. It is no wonder that many im- 
porters tried to back out of their contracts. 
Faced with bankruptcy, they cancelled the 
purchases they had made. But that does not 
suit the foreign seller. His views on the can- 
cellation of orders were well expressed by a 
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correspondent of the IManchester Guardian Com- 
mercial. “ When the buyer was purchasing in 
an advancing market and goods were leaving 
English porta at a certain value and reacbn^ 
port of destination at greatly enhanced values, 
he (the importer) surely took full advanta a 
when sellmg, thus building up a nice reserve to 
meet declming markets. At such times 
English exporter did not play down on bis buyer 
hy%efusmg to ship because ^.“5 

higher prices somewhere else , he stood 7 
contract; and now is the time for ^erseas 
buyer to reciprocate by 

honourably by his commitments. TbeAfncam 

the Eastern and European traders, who seem w 

be the chief offenders, ought to realise hat 
English exporter must strenuously resist 

°“°°The”°a°tioii oi out importers m retu^S 
meet their obligetions catmot be 
It most be pointed out that ? 

relosal rras doe to real inability ‘o 1 

a. has been alleged, to lack 
morality Again, in the passage ,nst quoted no^ 
merely Eastern, but Atric^ *^„„pction^hat 
traders are also mentioned The s^o -ountries 
businessmen in India and other Eastern coimlnes 
Africa and Europe are all lacking 
morality cannot bo taken ^ i be 

far as oin importers are concerned, 

remembered that Government did accep 

recommendations of the o ,;tabilize 

Committee, and rt did ',d 3 

exchange, as wo have seen, first at ss. i. 
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then at 2s. steihng. In those circumstances it 
was natural foi people to thinh that exchange 
would not fall below 2s. sterling, and when ex- 
change fell below that late they thought Govern- 
ment was to blame for it. The following is the 
test of the Besolution passed by the Indian piece 
goods Merchants’ Association of Bombay re- 
gaiding payment for imported piece goods — 

*' In view of the Government officers’ frequent 
assurances as to the rates of exchange, and the 
passing of the law m the Supreme Legislative 
Council fixing the rate at 2s. pec rupee, and also 
that the rate of guineas hae been fixed at Bs. 10 
each from a certain date, and m view of the 
extraordinary, low rate thereof at present ruling, 
and the consequent enormous loss the importing 
merchants are put to, it 18 hereby resolved that 
the payment of piece goods that may have already 
arrived be postponed till the exchange rate 
reaches 28. per rupee, but pajment be made to 
those firms and banks who allow that rate.” 

It cannot be denied that the action taken by 
the Government in regard to exchange m 1920 
misled the people. Government can certainly claim 
that it is not responsible for the fall m ex- 
change. But it acted with undue hastg • it 
proceeded to stabilize exchange at a time when 
everything else was unstable. The inevitable 
result of Government’s currency poliey was the 
reduction of exports, the gieat stimulation of 
imports and broken contracts. 

Things are improving slowly and, as the 
monthly returns of our sea-borne trade show. 
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-tho balance of tiade has again turned m our 
favom.* But the causes which produced an 
unfavouioble balance of trade in 1920-21 ate 
-still at -work, and we axe not yet out of the wood. 
The economic condition of tne more important 
Euiopcan countiies is still far fiom satisfactory. 
The foreign demand for out products has a great 
deal to do with our exchange, and so long as the 
buying powev of European countiies does not 
inorcasQ the lupoe exenange will remain low. 
Euiopo is in a bad way, to put it very nnJdly. 
The economic collapse of Bussia, though it does 
not affect us directly, is a fact of groat import- 
ance to tl o countries of Central Europe, who aie 
our important customers A gra^e political an d 

* (ndia's Balance of Trade during 4 months, 
April to July 1920, 1921 ond 1922. 

(LaKhs of Bs ) 
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economie crisis soems to be developing m 
Germany and the mark is falltng lapidlj (August 
1922). The fall of the mark has a direct effect 
upon the rupee exchange Before the uai Ger- 
many Nvas an important buyei of oui law produce 
and food stuffs, and since tW conclusion of peace 
she has reappeared in oui markets both as a 
buyer and a seller But the heavy fall in the 
value of the maik makes it impossible for her to 
buy Indian pioduce— it must, to that extent, 
diminish out exports Every rodu<^tioii of exports 
tends to raise the price of foreign bills, oi to 
depress tbe exchange value of the rupee 

The fall in the rupee has been accompanied 
by a fall m the price of silver, and there seems to 
be some connection between the tno movements. 
The year 1920 will tank as one of the most 
eventful years in the history of silver and of the 
rupee As we have seen, it saw the rise of the lupee 
to the highest level evei lecorded during the last 
75 years, and an equally sensational fall The 
price of silver also varied between very wide 
limits m 1920, 894d in the Febiuaiy and 42d, 
in December The price of silver exercised an 
impoitant influence, not only on tbe lupee but 
on the currencies of other Eastern countries For 
example, the highest quotation for the Hongkong 
dollar in London in February 1920, was 6s 2ti and 
the lowest in December, 2j. lid , similaily for the 
Shanghai tael, the highest quotation m 1920 was 
9s. 3<i and the lowest 3s 10|d The use in the 
price of silver, it seems, re established the con- 
nection between the exchange value and the 
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bullion value of our rupee 'which existed before 
1893, and when the price of silver fell, the ex- 
change value of the rupee fell with it. The fall 
in siver is attributed to the cessation of the 
Chinese demand, the absence of purchases by the 
Indian Government and the absence of buying 
by the European mints. It should also be 
remembered that during 1920 France and her 
partners m the Latin Monetary Union melted 
down and sold practically the whole of their silver 
currency. A certain section of the British press 
holds Fiance responsible for breaking the Eastern 
exchanges. On Decembei 22, 1921, the cash 
price of silver in London was 35 id. per standard 
ounce , the Hogkong dollar dollai stood at 2t. 7d, 
the Shanghai tael, at 3s. 7d. and the rupee at 
Is Sid. 

* * * * 

Since the publication of the report of the 
Babmgton Smith Committee economic conditions 
in India and other countries have very much 
changed. While discussing the effect of the 2s. 
rate on Indian tiade the Committee said : — 

" Indian trade le at present prosperous, and 
India 18 in a favourable position for mainteiniDg 
this prosperity. The world shortage of raw 
materials and food stuffs is likely to ensure a 
continuing demand for Indian proudce during 
the period necessary for complete adjustment, 
while the great iiee m the level of prices m 
countries importing from India should generally 
enable the Indian pioducei to obtain a satisfac- 
tory rupee price for his commodities in spite of 
the high exchange." 
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Foreign, prices, however, have fallen rapidly 
during the last two years. This is shown "by the 
table of international prices given at the end 
of the chapter. As compared with January 1921, 
prices in May, 1922, were, substantially lower 
in all countries, with the exception of Germany ; 
in India they remained practically stationary. 
The fall of prices m the United Kingdom, 
the United States, Denmark, Holland and 
France has been checked to some extent, but 
present prices aie still very much lowei than the 
prices in 1921 and, on the whole, the 
tendency of prices is lu the downward direction. 
The rise of prices m Germany is of very little 
significance, for it is offset by the low value of 
the mark. The Babmgton Smith Committee 
thought that prices, perhaps, would “ remain 
at a high level for a considerable time, 
and that any return to lower level will be 
gradual.” But they recognised that in the event 
of a lapid fall m world prices, which might 
render it difficult for costs of production in India 
to adjust tbomselves to the lower level of prices, 
it ” would be necessaiy to consider the problem 
afresh, and take the measures which might be 
required by the altered circumstances.” 

There has also occurred an entirely unexpect- 
ted fall in the price of silver. The rupee has 
again become a token com, as it was before the 
war, but the question which has to be considered 
is, whether m view of the fall in silver, the rupee 
and the soveieign can circulate concurrently at 
the rate of Es. 10 to the sovereign. The currency 
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Committee recommended the opening of gold 
mints m India so that “ gold currency may be 
available when lequiied.” One of then aigu- 
ments m fa\om ot fi-ving the exchange value of 
the rupee in terms of gold as distinguished fiom 
steilmg ^as “If the relation of the rupee to 
steihng is lived while sterling varies m relation 
to gold, it is evident that the relation of the rupee 
to the gold will vary. But if (as we think 
essential) the rupee and the sovereign, are both 
to remain unlimited legal tender m India, and 
to be available for circulatioo, it is necessary that 
the relation of the rupee to the soveieign should 
be fi'rcd, since tMo coma cannot remain m cir- 
culation as unlimited legal tender and at the 
same time stand in a vaiiable lelation to one 
another ’ (Section 57) The sovereign has been 
declared legal tender at the new rate for internal 
circulation, liy the Gold Oidmance of 1020, the 
sovereign anu the half soaereign ceased to be 
legal tender at the old rate on Juno 2Ist, 
1020, though they were received by Government 
at the rate of Bs. 15 during a moratorium of 21 
davs up to July 21 It js curious that on the 
same da\ Government lowered the rate foi 
Eevoiso Councils' to Is llj^rf. for Talegiaphic 
Tiansfeis, that is, in spite of thoir mabilitj to 
raise the cvteinal value of the rupee to ono-tentb 
of a soieieigii, they raised its lateinal value. 
People thinking that t*-e market value of gold 
was going to fall heavily, rushed to Government 
treasuiies m ordci to exchange their sovereigns 
for lo lupecs What these people would be 
thinking now when the. piico 3, sovereign in 
the bazaar is Ba. lb can be easily imagined 
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So long as the intrinsic value of a soveieign 
IS higher than its legal value, the sovereign will 
not be used as currency. In fact, if the object of 
Government in changing the ratio of the rupee 
to the soveieign was to drive gold coins out of 
hoards, and most of them into Government 
tieasuiies, that object has been achieved. 

Is there any possibility of rupees and 
sovereigns being used concurrently as legal tondei 
at the new ratio ^ 

The relation of the rupee to the soveieign 
must depend m some measure on the relation of 
the market puce of silrei to that of gold. It is 
absolutely impossible for a Government to give 
any value it pleases to a gold oi silver com. In 
other rvords, the law which has made the sovere- 
ign a legal tender at Be. 10 will lemain a dead 
letter unless the market value of gold in terms 
of silver falls enough to reduce the market value 
of a sovereign to about Ks, 10. 

Is there any likelihood of such a fall m the 
near oi remote future ^ 

The answer is, theie IS none. The pries of 
gold cannot fall unless the demand foi it de- 
creases, or the supply increases. The world 
demand for gold is constantly using, but the 
output IS receding. Gold production increased 
steadily from 1893, when its value was £32 4 
Luiliions to 1915, when it reached the high-water 
mark of £ 96.4 milbons. Since then it has steadily 
deolined, as is shown by the folloTung figures . — . 

In m%ll%on$ sterling. 


1915 

96*4 

1918 

79-0 

1916 

93 5 

1919 

75-2 

1917 

86*3 

1920 

70 0 
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“ Export opinion,” says Professor Gustav 
Cassel in his second Memorandum,” regards it 
as probable that a rise in production will take 
place up to something like 73 millions, perhaps 
30 millions, but hardly more. We have there- 
fore to reckon With the fact that the world’s 
production of gold has become, definitely, in- 
sufficient for the rate of economic progress which 
we used to regard as normal before the war." 

As regaids silver, there is no immediate 
prospect of any rise in its price. As recent 
experience has shown, the rise in price during the 
wax was not due to causes of a permanent nature, 
and the sensational rise m Pebiuary. 1^20, was 
theresultof a sudden and onforeseen increase in 
the Chinese demand. The silver experts whom the 
Babington Smith Committee consulted weie 
indeed of opinion that in the immediate future 
silver supplies would show no substantial increase, 
but they expected the rise in the price of silver 
to stimulate silvei mining, and considered it 
possible that eventually silver production should 
begin to show a marked advance. 

We thug find that there are good reasons 
{oi thinking that the world’s silver output will 
probably increase in future, and that the world's 
gold output will decrease. In these circumstances 
the price of gold with loference to silver must 
use, and it is perfectly ridiculous to fix the legal 
value of the sovereign at 10 rupees. We may 
conclude that, both m view of the heavy fall m 
world prices and the fall in the price of silver, 
the 2s. rupee is impracticable. 
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•o 

5 

u 

Germany 

n 

•5 

to 

Norway 

a 

a 

Holland 

Cndia Bombay 
Labour 
Gazttte 

100 0 



003, 

ICOd 

lOOi 

1 

1 100 


624 3 


1 •‘66 

347 1 

1 377r 

341 

1 281 


577 5 

19. 3 

1 96 

211 

298 

336 

181' 


642 4 

230 2 

1 484 

267 

344 

290 

213 

191/ 

613 3 

519 1 

1 408 

2''0 

319 

280 

197 

191 

603 fc 

208 3 

1 408 

237 

312 

270 

188 

190 

583 9 

186 3 

1 430 

229 

297 

257 

176 

198 

546 9 

184 7 

1 387 

2.8 

294 

254 

185 

199 

508 9, 

178 6 

1 463 1 

218 

594 

253 , 

283 

197 

519 9 1 

176 9 

1 733 1 

211 

300 

254 ■ 

176 

199 

541 8 

180 6 

1 777 

198 

297 

224 

180 

203 

580 Cl 

183 7 

1 99 1 

i82 

287 

2(32 

180 

207 

599 1 

182 1 

2 693 

175 

286 

186 

169 

195 

594 8 

’77 5 

3 283 

174 

276 

188 

165 

193 

593 5 

175 6 

3 467 

172 

269 

178 

165 

190 

577 2 

170 7 


170 

260 

177 

160 

1 

562 5 

170 6 


166 

253 

182 

565 

186 

533 3 

16-’ 8 


164 

240 

178 

161 


526 8 

160 6 


165 

?36 

177 

161 



160 2 

6 609 

164 

231 

179 

165 


537 5 

161 3 

7 692 


230 

ISO 


190 


UCDsI 

ending Jane 1914 
Index Knmber 
ending June 19l'4 
Jnn» 30, 1914 
100 
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Inman exchange. 

Rate for TeUgrayhtc Transfers at CalcuiifC 
tn Petiee per rupee, 

1920. 


January. 


5 . d. 


2 


2-4i 

9 



16 


2—45% 

2i 


2-45% 

60 

March. 

2—4 

6 


2— 7i 

12 


2—5} 

19 


2-4i 

26 


2— 4i 

81 

May. 

2-4tV 

7 


2—1} 

14 


2_li 

21 

. 

2_lf 

28 

July. 

2-li 

2 


1-9^ 

9 


1-lOfJ 

16 


1—103 

23 


1—1013 

30 


1—11* 


February. 

s. d. 


6 


2— 

13 


2—93 

20 


2—8} 

27 

... 

2—71 

9 

April. 

2-8,%' 

16 

... 

2-8} 

28 

.. 

2-3} 

30 


2-Sf} 

4 

June. 

2-1} 

11 


2—0} 

18 


1-10} 

25 

... 

l-lOf^f 

6 

13 

August. 

1—10} 

1-10} 

20 


1—10* 

27 


1— lOiJ 
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September October 


s d s d 


8 


1-10tV 

1 


i-m 

10 


1— lOi 

8 


1—8 

17 


1—101 

15 


1-711 

^4 


1—10} 

22 


l-7t 




29 


1-7* 


November 


December 

5 


1—81 

3 


1—6 

12 


1-81 

10 


1-4} 

19 


1— 7J 

17 


1-5* 

■26 


1— 6| 

23 


l-5ij 




31 


1-5} 



1921 





January 



February 



s d 



8 d 

6 


1-5} 

2 


1—4} 

12 


1— 5| 

9 



19 


1-5| 

16 


1-4} 

26 

March 

1—5} 

23 

April 

1-3} 

2 


1—31 

6 


1—3,®,. 

9 


1-3 

12 


1— 3}| 

Ifa 


1 3} 

20 


l-3f} 

22 


1—3} 

27 


1—3} 

£0 

May 

1— 3| 


June 


4 


1— 3| 

1 


1 3i“, 

11 


1-3, ^6 

7 


1 3} 

18 


1-3, V 

14 


1 3i» 

25 


l-3j*« 

22 


1 3*1 




29 


1 3}^ 
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July 


C 

13 

20 

27 


A, 

3/5 

3 t\ 

Si's 


3 

10 

16 

23 

31 


August. 

$. 

... 1 
... 1 
... 1 
... 1 
... 1 


d. 

m 

3S 

4 

4H 

4* 


Septembei. 


7 

1 

m 

5 

12 

1 


12 

21 

1 

51i 

19 

‘28 

. 1 

5* 

26 

2 

Novepiber. 

1 


7 

8 

1 

a 

14 

16 

1 

4^ 

21 

2 i 

1 

8 i 

80 

30 

1 

3| 

1922. 


January. 


... 1 
... 1 
... 1 
... 1 

Pecember. 

... I 
.. 1 
. 1 
... 1 


February* 


4 

.. 1 

3li 

1 

11 

1 

83 * 

8 

IS 

... 1 

3|i 

15 

26 

1 

March. 

m 

22 

April. 

8 

1 

83 ** 

5 

15 

1 

8 fs 

11 

-22 

1 

3A 

19 

29 

\ 


26 


31 

s*S 

31 


31! 

3 t^ 




SsV 

3^2 
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May. 


3 

1 

3sV 

10 

1 

3i 

17 

1 

s;? 

31 

1 

opI 

0^2 


July. 


5 

1 

811 

12 

1 

8J 

19 

1 

8i5 

26 

1 

3SS 


Spptem’rer. 


5 

1 

3^2 

12 

1 

3^5 


June. 


7 

1 

SA 

8|l 

14 

1 

21 

1 

3i2 

28 

1 

August. 

3| 

2 

1 

3J 

9 

1 

3?^ 

16 

1 

31? 

23 

1 

sfl 



A Gold Carrency for India. 

The position of gold m the Indian currency 
up to the commencement of the fall in the gold 
value of silver m 1873 has been described in 
Chapter XI. The Government of India closed 
the controversy about the introduction of a gold 
currency in India by their Besolution of 7th May 
1874, which stated that the Governiaent were 
" not at present prepared to take any step for 
the recognition of gold as a legal standard of 
value ID India.” The continued fall in the rate 
of exchange led the Calcutta Trades Association 
and the Bengal Chamber of Commerce m 1876 
to ssk the Government to suspend the coinage 
of silver by the Indian mints. The Government 
declined to interfere with the standard of value. 
Two years later, however, the Government 
changed their opinion and expressed their Will- 
ingness to give " a certain limited scope " for the 
introduction and use of gold coins m India, "so 
far as it was found convenient or profitable.” 
Their proposals were referred to a departmental 
Committee in England which made short work 
of them. The Committee briefly reported that 
they were “ unanimously of opinion that they 
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cannot recommend them for the sanction of Her 
"Majesty’s Government.” 

Tn 1892 we find the Government of India 
again advocating a gold standard for India. The 
Herschell Committee, while not advising the 
Secretary of State to over-role the proposals of 
the Government of India for the closing of the 
mints and the adoption of a gold standard, 
suggested certain modifications of these proposals 
which were adopted by the Government. The 
question of a gold standard was favouiably con- 
sidered by the Fowler Committee but no sooner 
had their report been published than the British 
treasury began to oppose their scheme tooth and 
nail For two years, from lb99 to 1901, says 
Mr. Keynes ” they made a succession of techni- 
cal difficulties m a spirit of scaicely veiled 
hostility to the whole proposal.”* In May 1901, 
however, some agreement was arrived at between 
the authorities in England and in India as regards 
the establistiment of a gold mint at Bombay. 
‘‘At this point m the negotiations” says Mr, 
Keynes '• the natural instincts of the Treasury 
Officials became uncontrollable and respect for 
independence of the India office had to be 
abandoned. Their first line of defence in the 
form of technical difficulties having been over- 
come, they fell back upon open argument as to 
the wisdom from the Indian point of view of the 
whole project.”* 

They urged that the gold standard bad been 
firmly established m India, that sovereigns were 
-readily attracted to India when requited, that the 
* Xndifts Corrsacr sad futaaco Psgs 
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estimates of the Government of India of gold 
available for coinage were less than was anticipa- 
ted, and that the staff of the proposed Indian mint 
would have to be maintained m idleness for a 
large part of the year at considerable cost to the 
Indian exchequer “ It is, of course, for Lord 
George Hamilion, (the Secretary of State) to 
decide” «aid the Lords of the Treasury in con- 
elusion, ” whether in spite of these objections the 
scheme is to be proceeded with.” The India 
Office informed the Treasury that His Lordship 
was not inclined to abandon the scheme The 
Treasury’s reply was ” My Lords csQuot 
believe that the position of gold standard in India 
will be strengthened or public confidence in the 
intentions of the Government confirmed, 
providing machinery for obtaining gold coins 
which ts neither demanded nor required 'll/ Wjb 
mercantile eommuntty, while on the other hitnd,. 
the failure or only partial success of a gold nuot 
would, undoubtedly, be pointed to by the op* 
ponents of the gold standard policy (although 
without justification) as evidence of the 
down of that policy.” 

Thanis to the opposition oi the British 
Treasury, no gold mint was established m India, 
But m accordance with the recommendations of 
the Fowler Committee the sovereign was declared 
legal tender in 1899. We shall now consider, 
briefly, how far this measure encouraged the nse 
of gold as currency. 

An attempt was made by Government m 
1900 to introduce gold into circulation. Payments 
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oi gold from the Currency Eeserve commenced- 
on 12th January, 1900 at the currency offices 
m Calcutta, Madras and Bombay, and towards- 
the end of that month, at the remaining currency 
offices. “ The instructions issued were to tender 
gold to all presenters of notds, but to give rupees 
if they weia preferred." Latei on sovereigns 
•weie sent to the larger District Treasuries with 
instructions that they might pay sovereigns to 
any one who might desire to receive them m 
exchange for rupees or m payments due by the 
Government. In Maich, 1900, the Post Offices 
in the Presidency towns and Bangoon were 
instructed to give gold in payment of money 
orders, and the three Presidency Banks were 
requested to issue eoveteigne m making payments 
on Government account. These arrangements 
continued in fore** throughout 1900 01, and it was 
estimated that about £8,750,000 was put into 
the hands of the people. OI this amount part 
Was exported, and more than half returned to 
Government, so that not mote than £3,000,000 
remained in the possession, of the public. Be- 
cause a considerable amount of gold had returned 
to Government it was thoi^ht that the people 
did not want gold as currency and pieferred 
rupees. The Comptroller of Currency in his Beport 
on the Operations of the Currency Department 
for 1B99-1900, "The issues of sovereigns 

from cuxiency offices under these orders were not 
inconsiderable, but the receipts continued large 
and considerably in excess of the issue. Gold has 
apparently not yet b^un to circulate in the 
country as money. But probably, gold had begun. 
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•to circulate aa money. In the case of an agri* 
.cultural community payment of Government 
dues IB the chief item of expenditure. The return 
■of gold to Government was not an indication of 
the desire of the agiiculturiets to get nd of the 
gold as fast as possible; it rather showed that 
the people wore using gold as money should be, 
and IS meant to be used. If the gold had le- 
mamed in the possession of the people it would 
have been said that it had been hoarded. 

The net absorption of Boveieigns m 1901-02 
amounted to £ 9 inilbons. The inciease m the 
popularity of the sovereign is shown by the 
increase m the amount of the absorption eveiy 
year The amount absorbed was £ 1 million in 
1902-08, £ 2 millions in 1908-04, £2’2 millions m 
1904-05, £ 2’7 .nilhons m 1905-06 and £ 8‘9 millions 
in 1900-07. “The absorption in the year under 
report ” said the Comptroller of Currency m his 
report for 1906-07, “ has so far been the highest 
on record, the United PrOTinces and the Punjab 
showing the largest demand ’• But the absorption 
in 1907-08 {^6*2 millions) was 59 per cent, greater 
than that in the preceding year. “The 
absorption m the year under report,” said the 
•Comptrollei m his repoit for 1907-08, “ has been 
the highest on record, the most notable increases 
having occuired in the United Provinces, the 
Punjab, Burma, Madras, and Calcutta.” The 
absorption m the year 1908-09 was only ^2 4 
millions, but “it would nave been higher than 
ever had gold been available throughout the year.” 
The receipts at the currency offices from imports 
■during the year amounted to £ 7,139,000 but the 



X GOLD CGttBBMCT 70B 1SDI&. 


285 


gold was received only m the closing months- 
of the yeai. There were no receipts from 
April to October 1909 (both inclusive)^ 
In 1910-11 the total absorption amounted to 
£ 7,187,000 as compared with £6,220,000 for 
1907-08. As regards the popularity of the so- 
vereign, the Comptroller of Currency in his 
report for 1910-11 acknowledged that “ the 
apprehension that the sovereign would not bo 
popular was not well founded . But 

he pointed out that “the acceptance of the 
sovereign is not yet general," possibly due to the 
fact that they were not ev 6 r 3 rwhere offered. The 
ComptroUei also doubted whether the sovereign 
had established itself as currency, though be 
recognised that “so far as it pays for 
produce and so far, again, as it comes back 
in payment of revenue, it acts as cutiency ” His 
theory was that the acceptance by the cultivator 
of gold m payment of his crops was, probably, 
in the nature of barter. In 1911-12, however,, 
the absorption of gold in Northern India and 
Bombay necessitated special enquiries as to the 
exact use made of the gold. The result of the 
enquiries was published in the Currency Eepoit 
for 1911-12. The enquiries showed that a very 
considerable proportion of the gold absorbed in 
the Punjab was actually in circulation as currency, 
that, m some cases, better rates and terms could 
be obtained when gold was tendered in payment 
of produce than when silver was offered, gold 
thus being practically at a premium. “ Thj 
people preferred gold because it was less trouble- 
some than silver money." The enquiries made 



286 


A (KILO COBBK^CT FOB tBDIA 


in the Guiranwala district showed that all the 
gram agents paid the Zemindars chiefly in goU 
and that the Zemindata paid their rerenues in 
gold. “ The Zemmdar prefers to have his price 
for the gram m gold as he can easily carry it and 
easily exchange it, and if necessary, put it away. 
Ee shies at currency notes of any value as they 
cannot be easily exchanged, and to receive pay- 
ment m silver means cost of carnage and a 
greater risk of being robbed.” Gold was, in 
shoi’t, preferred because it is money of higher 
monetary utility than silver. The entjuiries made 
in Bombay showed that gold was not being 
hoarded or melted to the same extent as before, 
and that the gold circulation was steadily in- 
creasing. The enquiries made in the United 
Provinces, Madras and Burma showed similar 
results 

The total absorption of sovereigns m 1912-13 
(£10,245,000) was more than a third in excess of 
that m 1911-12 (£7,600.000). Special enquiries 
were again made as to the exact use to which the 
sovereigns were put, which confirmed the results 
of the enquiries made lo the preceding year. 

In 1913 14 the absorption of sovereigns 
amounted to £12,074,000. Special enquiries made in 
this year showed that jd “ certain parts of India, 
at any rate, sovereigns are used to an increasing 
extent m real currency transactions”. The sover. 
eign had ” certainly displaced silver to some 
extent m Bombay and the United Provinces, and 
probabj)' in a lesser degree in Madras and Burma 
also The general conclusion of the Comptro- 
ller of Currency was that large portions of 
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India sovereign is now entering largely into 
ordinary transactions m cases in which they are 
of sufficient size to make its nse possible.” 

From the evidence quoted above it woulcl 
appear that before the war there was a genuine 
demand for gold for cnirency purposes in India. 
The gold exchange system ignoies this deraapd. 
In fact, the gold exchange system is based on the 
principle of discouraging the people from using 
gold as currency, white making it fieely available 
loi payments of foieign indebtedness. The 
ostensible object of Mr. Lindsay’s scheme was to 
confei on India the advantages of a stable ex* 
change But the system can be be so worked 
as to prevent India from getting gold. And 
when one reads Mr. Lindsay s pamphlet entitled 
“ Eicardo’s Exchange Bemedy ”, one begins to 
doubt whether he regarded the gold exchange 
system as the ideal monetary system for India, 
or as one advantageous to the London money 
maiket. On page 12 of the pamphlet the 
attention of the reader is attracted to the follow- 
ing sentence punted m bold type — 

*'In tiis way a gold standard might be 
established in India without risk and with con- 
siderable profit to the State and the Bank of 
England and with advantage to the London 
money market- There would be no increase m 
the demand for gold and little decrease, if any, 
m the demand for silver 

The Pxoneer newspaper of Allahbad, 
dated 6th January, 1898, while describing m 
great detail Mr. Lindsay’s scheme, thus commen- 
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led on the proposed institution ol a Sold 

OonveiBion Fnnd or the Gold Stondard Eeseme 

“ The object oi the schema is to prevent the 
nse of gold as currency in Indio, and to conhne 
Its use m connection with the I"'’/™,™' “reign 
the settlement of the bolancee ‘ 

indehtedness, as it is pure waste of time and 
money to hung gold out to India merely foi tne 
puipoae of having «t sent back „„r.,iTO(yed 

^ It 18 thought that if India was encouraged 
to nse gold as cntrency, a far 

of the world's prodnotion will go ” d 

year, with the resnit that there ^ 

enough gold for other countries. It is this fear 
ot the dram ol gold from England to Ind a wb * 

goveins the pohc, ot the sale ol Conncal Wl m 

eneeis of the Home Charges Up to ‘ha tune 
the closing of the mints to the coinage 
Council hills were sold with the “‘‘I'* “ 
providing the funds needed by the 

State foi meeting the Home Charges. W 

development of the gold exchange " e 

ever, ihe Council bill system began to assume 
new importance, and it finally became 
of diverting payments of In^a 8 f oreio , g 
from gold to silver. Mr. O. T. Barrow, who gave 
ovideMe before the Chamberlain jgj.g 

the representative of the Goveinme jggir- 

frankly told the Commission that it was des.r^ 
able to check the excessive to 

into India” If gold was allowed 
India, It would be used Stow, “ 'f 

hoaiding. In oithet case, said Mt- j 

it went into the country and stayed theta. 
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■would mean a further dram of gold from England. 
It must mean a further dram, whichever it is.” 
The Chairman asked Mr. Barrow whether, sup- 
posing it did mean a further di am of gold from 
England, he would say that that must be the 
goveinmg consideration foi India, to which Mr, 
Barrow leplied ''Yes, I think so. My own feeling 
13 that anything which lessens the world supply is 
bad for India, that is to say, if you encouiage the 
gold to go into hoards.” 

Another witness, Mr. \V. B. Huntei, who 
was for 25 jears m the service of the Bank of 
Madras, thus explained the object of the sale of 
Council bills — 

Q.— 6314.— ‘‘Originally the sole purpose was 
for the transfer of funds on Government account 
but since the closing of the imnts I think that 
that 18 of secondaiy importance now, especially 
with regard to the conditions of the London 
money market. Otherwise than by very large 
shipments of gold at a time which probably would 
be inconvenient, there is no other means of 
paying for the balance of trade”. 

To Sir James Begbie’s questions regarding 
the Council bill system Mr. Hunter replied as 
follows — 

Q.— You also favour the Council bill system 
with the object of reducing the movement of 
gold 'om from Europe to India ? This is so. 

Q— Your object is to prevent gold* com 
coming into India To pievent unnecessary gold 
com being withdia-nn from London at times of 
presauie, as I hold that a tight money market 
reacts on the Indian export trade. 
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Q . — Your object is to prevent disturbaiice of 
the London money market ? — That is my chief 
object. 

Q . — ^You propose to achieve that by esle of 
bills m London to the extent that would be 
sufficient for that object ? -^Yes. 

It IS not surprising that a system of cuirency, 
whose avowed object is to prevent gold from 
being used for the purposes of circulation m 
India, IS regarded with distrust by the people^ 
As a matter of fact, one of the leasons for laisicg 
the exchange to 2s. was that it would enable the 
Secretary of State to buy more silver for coinage, 
thus reducing India’s demand for gold and mak> 
mg more gold available for the convetsioQ of 
notes in ofnet countries One oi the argumeuts 
in favour of a 2s. (gold) rupee submittod by Mi. 
F. H Lucas. Financial Secretary, India Office, 
to the Eabmgton Smith Committee was stated as 
follows — 

“ The fear is thought to exist that under free 
conditions India’s absorption of gold would 
diminish the chances open to other countries of 
obtaining gold to lestore the value of their 
insufficiently backed paper lesues. The amount 
of gold going to India would depend on the extent 
to whivh silver purchases by the Indian Govern- 
ment displace private imports of gold as a me^n® 
of balancing Indian trade ; a higher price limit 
would secure a larger supply of silver, thiis 
diminishing the gold taken by India. It follows 
that the fear of undue gold absorption would be, 
_jjro tciiito, met by tfie proposal to fix a high rate 
of exchange, which is recommended below 
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as a protection of the masses in India from the 
efiects of high world prices arising out of the war. 
The volume of the cuirency would still be 
automatic, but the limits of the Government’s 
control over the proportions of its constituent 
elements as between silver and gold would be 
extended, "pro ianto, by fixing a higher rather 
than a lower limit to the Government’s buying 
price of silver.” 

A system of money which rests on suspicion 
and which excites distrust is a had system. 
Fuither, it is a sound currency maxim which says 
that a Government, m currency matters, should 
do as little as possible. But by regulating the 
flow of gold to India the Secretary o£ State 
effectively deteimines the demand for rupees and 
the coinage of rupees m India It is a very 
much “managed” system 

« « « ■» 

Among the objections to a gold currency for 
India we may notice two (1) that Indians have 
not given up the practice of hoaidmg, and (2) that 
a policy of popularisation of gold would weaken 
the reserves now maintained foi the support of" 
exchange. 

It cannot be denied that hoarding still goes 
on m India, though to a much smallei extent 
than is commonly supposed Banking in India 
IS in its infancy, and it is natural for the illiterate 
peasant in the village, unless he happens to be 
a money lender, to board his surplus cash. But 
it 19 wrong to think that he cannot use gold as 
money. “ Hoarding,” to quote the words of the 
Fowler Committee, '* did not tender a gold 
circulation an impossibility in the past,” and 
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there IS no reason to think that it will have any’ 
such result m the future. 

Again, such hoarding as still goes on in India 
cannot be prevented by giving the people token 
rupees to hoard instead of a full value gold coin. 
In the couise of hjs evidence before the Fovsler 
Committee Sir Lindsay said — “I think that 
habit of boaiding is an economic evil and an 
enlightened Government should do all m their 
povei to discourage it " Everybody thinks so, 
but if a couatij is very inadequately supplied 
with banking facilities, if the opportunities for 
the ptohtable investoieDt of money are small, 
and lastU if the people ate ilhteiatoandignorantr 
they cannot be made to give up boarding by 
the substitution of token corns for full value 
coins in the currency. The quantity of the 
preciou', metals now hoarded is much smaller 
than It used to be, and it may bo hoped, that 
with the spKad of education, the increase in 
banking facilities and the development of Indian 
mdusti es, it will grow smaller still. 

About the effect of establishing a gold 
circulation in India on exchange the Chamberlain 
Comm ssion -nroto — ' Advocates of a gold 
currencr are met, therefore, by the difficulty 
that the circulation of gold on a moderate scale 
only i-j of no substantial use, while on the other 
hand, the circulation of gold on a large scale, at 
anr time in the neat future, must necessarily be 
at the expense of the existing Reserves and, so 
far from increasing the gold in the countrj, must 
hare the effect of making what gold there is less 
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:available foi the support of exchange.” (Section 
63). 

Now it cannot bo denied that a stable ex- 
change is a desii able thing, and that a currency 
system which ensures a stable exchange is supe- 
rior to one under whi<'h exchange must be un- 
stable But two thing may be pointed out (1) 
that it is possible to exaggeiate the evils of a 
fluctuating exchange, and (2) that oui recent 
experience has shaken our faith in the doctrine 
that the gold excliange system gurantees a stable 
exchange. 

1. Instability of exchange has a disturbing 
eSect on a country’s foreign trade, but it has 
never the eflect of bringing the export or the 
import trade of a country to a standstill In 
■fact, theie was a remarkable expansion of our 
foreign trade between 1871-72 and 1894-95 in 
epite of a falling rupee The total value of the 
merchandise exported fiom India increased from 
63,18 lakhs of rupees m 1871-72 to 10,650 lakhs m 
1894-95, or 69 per cent., while the imports of 
merchandise increased from 30,81 lakhs to 73,52 
lakhs, or 139 per cent (Th© slower expansion 
of the export trade as compared with the import 
trade was due to the fall m gold prices which 
occurred in this period). 

(2). The chief advantage claimed iox the 
gold exchange system is that it enables silver using 
vcountties to secure a stable pat of exchange with 
gold using countries. But, as we has seen, stability 
of exchange depends upon steadiness in the price 
of silver, and that any considerable rise in the 
price of silver above the bolUon par of the token 
com, whether this rise occurs in a time of war 
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adopted m India wou Lj^^gay considered 

issue rupees at a loss, a ^thArs in hia 

ths Obieclion. “'““S .. The ohie’otion w 

namphlat teieired to above. me i 

"Jet,” heeaye, Tor the Ca of 

that the late adopted Q„,Btnmont. 

rupoea .hall be one profitab e to Mvet^^ 

If the gold price of silver ehoul 

indian rate, it will ho “«‘ooo»7 ‘o “ "‘’This 

fresh sterling puce tor *0 i>s«o ' ‘^„„tuslion 

change would eanse - L greater 

in esohange, but this flUMu fluctuation i5 

under the present eyetem, and one nuch 

less miurious than many. 

And the gold P'lf® afilsh sterling 

having risen aboT6 the Indian o. (sold)* 

p«e for the issue of rnpeM was h«a,2Mgo^^l^ 

But, as we hayo soon, the 2s i ^ ^ 

It 18 easy to enact that tne goiri t' . . 

tlall be L., but If nature and economic^^ 
co-operate,’ the Governmen . the price 

forced. Mr Linasay rupee it 

of silver rose above the bnUio p rupee 

■would be enough if the gold p ^ Under 

was raised. How very fluctuations m 

a silver standard there are many exchange 

the rate of exchange. .tion_that is, the 

system there is I”** “O to t he silver 

change of rate required to resto^ ^ 

2 — t ■ , 11893) p 80- 

• “ Eieardo'i Exchange Remedy hj • 
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coins their character of token money. But Mr. 
Lindsay forgot that the price of silver could fall 
again, necessitating a return to the old rate. 
The law must be changed again and the old rate 
re<established. This la a second fluctuation. But 
suppose, owing to a shortage in the supply, or 
increased demand on the part of other countries 
of the word, the piice of silver begins to rise 
again. Action must be taken to save bha tokens 
from the melting pot, and there will be a third fluc- 
tuation, and so on. There is, m fact, no guarantee 
that the gold rate adopted can be maintained 
for any length of time. It may, further, be 
pointed out that official changes m the rate are 
much more objectionable and harmful than 
fluctuations due to natural and economic causes. 
The “ many ” fluctuations hamper trade and 
injure debtors or creditors, but if Government 
does not intervene and flx a rate or attempt to 
fls one, allowance will be made for them, and 
if they cause loss to particular individuals, the loss 
will be regarded as the result of natural causes 
for which no one is responsible. The “ one ” 
fluctuation due to the action of Government is 
objectionable because m such a case Government 
IS directly responsible for the violation of the 
sanctity of contracts. 

It is thus seen, in the flist place, that the 
idea that a gold exchange system ensures a stable 
exchange must be given up ; and secondly, that 
official changes in the rate of exchange are in 
the highest degree undesirable. 

"We should also remember that, ultimately, 
the success of a country in maintaining a stable 
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exchange must depend npon the nature of the 
foreign demand for its principal exports. In 
this respect India’s position is strong. There is 
a large demand {or onr products in foreign 
countries and the balance of trade is, normally, 
in our favour. The unfavourable balance of 
trade in 1920-21 is an exception. A country 
■whose economic constitution la sound and whose 
exports are in universal demand, has not much 
to fear from a fall in exchange In the case of 
such a country the fall in exchange must be tempo- 
rary The balance of trade would sutomaticslly 
right itself and the exchange would rise The 
real security against a fall in exchange thus lies 
in our favourable balance of trade and our 
ability to meet an unfavourable balance by in- 
creasing one exports of such commodities the 
foreign markets for which are large and elastic. 
India, as is shown by the following tables also 
imports considerable quantities of precious 
metals, and she could pay large sums abroad by 
suspending these imports , — 


[Table 



A GOLD COEBBNCT FOE INDIA 


297 


In lakhs of rupees 


Year. 

Impoits 

o£ 

treasure. 

Exports 

of 

treasure 

Net im- 
ports of 
treasure. 

Average for 1899 00 
to 1903 04 

26,00 

11,64 

],436 

Average for 1904-05 
to 1908-09 

36,15 

990 

26,28 

1909 10 

37,52 

990 

26,26 

1910-11 

39,73 

630 

31,18 

1911-12 

53,47 

10,37 : 

43,10 

1912-18 

61,83 1 

10,63 

61,20 

1913-14 

43,43 

708 

86,55 

Average 

47,19 

831 

38,88 

1914-15 

21,81 

529 

16,52 

1916-16 

11,94 

823 

371 

1616-17 

38,45 

642 

82,03 

1917-18 

51,77 

755 

44,22 

1918-19 

71,37 

901 

62,36 

Average 

39,07 

730 

31,77 

1919 20 

78,24 

13,68 

64,56 

1920-21 

34,69 

26,17 

842 


Among the articles which find a ready market 
an foreign countries, and the foreign demand for 
which may be considered to be elastic, cotton- 
hides, rice and tea may be mentioned. The total, 
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value of these exports m the pre-war year 1913- 

14 and in 1919-20 and 1920-21 is given below . 

EXPORTS. 

In lakhs of tupees 

Articles 

1 

1913-14 

1 

1919-20 

1919-20 

Colton, raw 

41,04 

58,66 , 

41,62 

Cotton goods 

Hides, raw and 

13,68 

27,41 , 

18,27 

tanned and dressed 

[ 9,68 

15,91 

2,91 

Bice 

1 26,39 

1 9,91 

1 20,56 

17,89 

Tea 

1 15.00 

12,14 

Total 

' 1,00,82 , 

l.Si,7i j 

9S,83 


Tbd foreign demand for ]ute is sot absolutely 
inelastic as some fibres compete with ft. Tbe 
total exports of )ute and ]Ute manufactures in 
1913-14, 1919-20 and 1920-21 virere 50,09, 74,71 
and ()9, 33 lakhs i espectively. 

It would therefore seem that, by restricting 
her imports so far as that may be possible, and 
increasing such of her exports as hare a world- 
wide market, India could without much difficulty 
pay off her creditors m a tune of difficulty. 

Co^rcftrl0ILIT7. 

It has been argued in chapter V that the 
most important cause of the rise of prices between 
1905 and 1912 was the redundancy of the rupee 
currency. The relation of the gold exchange 
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system to prices has not hitherto received the 
attention which it deserves. It is very often 
assumed that since the gold exchange system 
ensures a stable exchange (the price of silver 
remaining steady), it satisfies all the requirements 
of an ideal monetary system. “The establish- 
ment of the gold value of the rupee, on a stable 
basis ”, wrote the Chamberlain Commission, “ has 
been and is of the first impoitance to India 
But stability of exchange is not of the first 
impoitance even for trade The thing which is 
really of the first importance to India is whether 
hex currency system works automatically so that 
the currency does not tend to become inflated, 
and whether the people can get the form of 
money which they desire both for internal use 
and for export 

Under the existing system notes are 
convertible into rupees, but rupees are not 
convertible into gold except for a very limited 

purpose payments of foreign indebtedness. 

The whole mass of Indian currency consisting of 
rupees and notes may be regarded as inconverti- 
ble. In this sense, the rupee is little better than 
the paper note, the rupee is a note printed on 
silver.^ The fact that the seigniorage on the 
rupee is, say, 30 pec cent, and not 100 per cent, 
as m the case of the paper rupee, is a point of 
of very slight impoitance. The internal curiency 
under a gold exchange system might well consist 
exclusively of notes, which may be covertible at a 
fixed rate into gold for foreign payments. But the 
great danger of an inconvertible currency, or a 
currency which is convertible only to a limited 
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extent, is that it tends to be over -issued. Can 
it be doubted that if out circulation consisted 
exclusively of notes which veie convertible into 
gold only for making foreign payments, but not 
foi internal use, the currency would become 
redundant, even if additions to tho circulation 
T?eie made as under the existing system t e , 
through the conversion of gold oi Council bills 
imported into notes ’ Now the character of our 
cuculatiou IS not fundamentaUy altered by the 
fact that pait of the ciiculation consists of in* 
convertible notes printed on silver. It has been 
explained in a preceding chapter that the 
forces tending to reduce the volume of the circa 
lationiD a gold exchange system do not, and cannot, 
work smoothly The only remedy against 
inflation lies m the maintenance of convertibility 
of the internal currency (or ell purposes. It is 
for this reason that in France and the United 
States which possessed a large volume of full 
legal tendei token currency before the war, 
provision had been mode for the redemption of 
the tokens in gold. The system of redemption 
consisted cf two paits payment of silver by the 
public to Goveinment on terms of equality with 
gold, and the payment of gold by Government 
to the public Laughbn thus describes the 
working of the system of redemption in the 
United States — • 

“ At the customs, silver dollars are receivable 
equally with gold, and so loi^ as payments are 
not made in silver, gold and silver are given a 
test of equality in payments to the Government. 
Here, tften, IS an outlet for all superfluous silver 
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dollars ; if not needed, they can be sent back to 
the Treasury thiough the customs. This is one 
of the two essential opeiations m a system of 

redemption, the presentation to the issuer 

of the undesired money. The other, and com- 
pleting, operation is that of obtaining gold by 
the public in place of the silver sent in. There- 
fore, if the Treasury will pay out gold, and not 
silver, on any warrants presented to it, the 
system, although indirect, is complete throughout. 
So Jong as the Government receives silver on 
equal terms With gold, and pajs out gold on 
demand, we have an effective system of redemp- 
tion. Suppose the country has too much silver 
in circulation by §50,000,000. By working this 
off, in payment of customs oack to the Treasury, 
the public have rid themselves of that quantity 
of silver. Then if those who have demands 
against the Treasury request gold and obtain it 
to the amount of §50,000,000, the public will 
have obtained m its circulation, if needed, that 
new quantity of gold The outcome, in effect, is 
equal to an exchange of §50,000,000 of silver for 
§50,000,000 of gold What other result, except 
that of obvious convenience and simplicity, would 
be produced by a direct and authorized system of 
redemption ’ Under a system of direct redemp- 
tion a surplus of §50,000,000 of silver presented 
for gold would produce the same results as those 
above ; the Treasury, instead of the public, would 
have the §50,000,000 of silver ; and the public, 
instead of the Treasury, w ould have the §50,000,000 
of gold. In the end the outcome of both indirect 
and direct redemption is the sam e’'.* 

■* rhe PiiDCiples o£ ^lonej by J I, Tjaughhn, p. 619. 
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Laughhn, howevei, does not regard the 
system of indirect redemption as perfect. So 
long as there la no legal obligation on the part 
of Government to convert the tokens into gold, 
some uncertainty a.6 to the parity of the tokens 
■would remain , the Bystem also might break down 
in an emergency — 

“ An open declaration of the redemption of 
silver dollars in gold is the only means of escaping 
emergenciea "which might wreck the indirect system 
noiv prevailing. A legal requirement, morever, 
would necessitate adequate provisions for obtain* 
ing gold in emeigenciea (by sale of bonds oi 
otherwise) which would remove for ever 
all unooitamty as to the parity of the token 
silver pieces 

The parity of the five franc piece with gold 
was maintained m France by a similar system of 
redemption. To quote Laughlio again *->* 

“ The Bank of France, however, in the 
pjocess of indnect ledemption, plays much the 
same part in regard to the five-franc coins as 
does the Treasury of the United States in respect 
to silver dollars. The Bank farnisbes a place 
ofiefugefor five-franc pieces, if redundant. AH 
the state treasuries, as ■well as the Bank of Prance, 
are obliged to accept five franc silver pieces m 
payments to them at tbeit nominal value equal 
to gold. Heie again we have the first part of a 

practical system of redemption, the means of 

■working oft superfiooua coins. The complemen- 
tary part is connected with the practice of the 
Bank of Prance m paying out gold when requested^ 

620 . 
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So long as the Bank does not force the payment 
of silver on the public, the process of indirect 
redemption by wnich the token silver coins are 
kept at par with gold remains effective. It is true 
that in Fiance, as in the United States, there 
18 no legal direct system of redemption, but in 
both cases a practice exists which is equally 
serviceable. Althongh in the past gold has been 
skilfully accumulate by the Bank of France, 
practically no attempt has been made to force 
silver on the public m payments by the Bank. 
"Wbile for ordinary sums there has been no 
difficulty in getting gold, it is true that a slight 
premium has been charg^ if large sums o! gold 
were demanded for exportation. This charge, 
however, has never I believe, exceeded one-tenth 
of one percent, and has often been much less. 
That IB, the policy of the Bank does not create 
a positive prohibition against obtaining gold, but 
only a slight obstacle sufficient to induce appli. 
cants to seek otner sources of supply if they are 
unwilling to pay the charge. Still, it is distinctly 
understood that in case of need gold can be 
obtained even for exportation at a very slight 
expense 

The difference between a complete system 
of redemption as described above and the Indian 
system in which the rupee is convertible only for 
a limited purpose, is important. The character- 
istic feature of gold exchange system is that 
the authorities show “a high degree of unwilling- 
ness ” in giving gold for internal use. In other 
words, convertibility in the full sense of the term 
does not exist m India. 

• Ibid, p. 62 £. ~ 
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The queation of making the rapes conTerijble 
into gold was considered bjr the Fowler Committee, 
The Committee were not m favour of imposing 
3 legal obligation on the Government to give 
gold for rupees. “ This obligation ”, they wrote, 
” would impose on the Government of India, a 
liability to find gold at a moment's notice to an 
amount which cannot be defined beforehand, and 
the liability is one which, m out opinion, 
ought not to be accepted ” (section 59). But, 
as we have seen, the Committee recommen' 
ded the us© of gold as cuttency, and that “fresh 
rupees «hould not be coined until the proportion 
of golQ m the currency is found to exceed the 
requjiements of the public" (section CO). 'While 
they did not recommend the cessation of silver 
coinage they contemplated the establishment in 
India of a complete system of redemption of the 
token coins in gold like the French or the 
American system. 

The present writer is convinced that unless 
theiupeeis made fully convertible, the Indian 
currency system will not become automatic. 
” Back to the Fowler Committee,” should be the 
watciiword of Indian currency reform. The ex- 
isting svsteni IS regarded by some writers as aa 
ideal system, but it bas given India an inconver- 
tible token cuirency which tends to become' 
inflated , it does not enjoy the confidence of the 
public ; and it subordinates the interests of India 

to those of Lnited Kingdom, features which 

an ideal cuirency system should not possess- 
Tbe first step in the direction of currency reform 
and giving India an automatic and self-regufatmg 
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system of currency consists m the xe-valuation 
of the sovereign at 15 rupees and making rupees 
and notes convertible into gold at that rate. The 
system of redemption will necessarily be indirect 
at first, but it should be complete and effective. 
The ultimate goal of the Indian currency system, 
as defined by the Fowler Committee, should be 
recognised to be “the effective establishment in 
India of a gold standard and currency based on 
the principles of free inflow and outflow of gold ”, 
This would involve free and unrestricted coinage 
of gold in India ; the gradual limitation and the 
final cessation of the coinage of silver by Gov- 
ernment , the limitation of the Council Bills sold 
by the Secretary of State to the amount of the 
Home Charges , and, when practicable, the legal 
recognition by Government of the liability to give 
gold for rupees or notes on demand. 


Note on Peotessok Jbvonb’ pian 

FOR THE 8TABJLIZA110N OF 

Indian BxcRANas 

Professor H. S. Jevons of Allahabad recom- 
mends the stabilization of the rupee at Is. 4d- 
sterlmg He does not recommend the 2s. rate, 
not because he thinks it cannot be realised, but 
because to realise it a heavy fall of prices must 
be brought about, which might prove disastrous. 
“ By taking measures of the kind which I shall 
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describe," he says, "directed to the reduction of 
the paper Currency circulation, it would be 
possible for a stable exchange to be realised at 
the 2 j. level in about two years, the country 
experiencing meanwhile a drastic fall of prices. 
I do not say that I recommend this ; but wish 
to show that it is possible.*'* 

It may be useful to consider how it is 
possible to raise exchange to2r. Professor Jevons, 
argument may be eummatised as follows. The 
circulation must be contracted in order to 
raise exchange. Since it is desired to raise 
exchange from lOd. to 24d. the general level of 
prices must be lowered io the same ratio, that is, 
from 8 to 2. This calculation, he says, "isa 
mattei of simple arithmetic.’’t It is unnecessary 
to take into account the volume of bank deposits 
subject to cheque, because when the curreooy 
circulation is reduced in the ratio of S : 2, the 
bank deposits will eventually also fall m the 
same proportion. Other factors, such as the 
volume of trade and the velocity of circulation 
will remain practically unchanged while the 
curiency is contracted. It, therefore, follows 
that the reduction in the circulation of rupees 
and notes m the ratio of 3 ; 2, must lower prices 
in the same proportion and raise exchange m 
the inverse proportion. 

Professor Jevons’ argument lests on two 
chief assumptions : (1) that if the circulation is 
reduced in the proportion of 3 * 2, prices will be 
lowered in the same proportion and (2) that if 
prices fall in the ratio of 3. 2, exchange will rise in 
the inverse ratio. Both assumptions are untru e. 

• Tlie Future of Ejcbeage wid Indian Currency p 
t Ibid p 1 86 
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Professor Irving Fisher’s quantity theory of 
money, which Professor Jevons seems to accept 
unreservedly, has been examined in chapter X. 
It has been shown there that the relation bet- 
ween the quantity of circulation and the level of 
prices 18 not eimple, so that it is impossible to 
say how much prices will be raised or loweied by 
a given increase or decrease of circulation. It is 
not true that the deposits subject to cheque bear 
a fixed relation to the metallic currency, and 
that when the circulation is being expanded or 
contracted, other things remain unchanged. In 
a country like India, where production is so 
much subject to the fluctuations of the seasons, 
the tendency to & fall of prices might be counter- 
acted by shortage m production due to unseason- 
able rainfall There is "O guarantee whatever 
that crops in 1923 oi 1924 will be normal and 
not 20, 30, or 40 pet cent, below tne normal. 
We have also to remember that thecontraction of 
the circulation lu 1920 did not lower prices and that 
it was accompanied by an increase m the volume 
of bank deposits. In an earlier chapter Professor 
Jevons himself says; “ The bank deposits in- 
creased together with the total ciiculation till 
1919, getting slightly m advance m 1917 ; but 
during 1920 deposits continued to increase, m 
spite of a reduction of the currency circulation ”* 
After quoting index numbers of prices and cir- 
culation from 1912 to 1920, he says : “ It i8 

noticeable that the slight contraction of the cir- 
culation in 1914, following the outbreak of war, 

• Ibid p 44 
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did not -stop "the Tise of prices, neitRer did the 
contraction of the circulation in 1920^” t 

Secondly, even if w® assume that Govern* 
ment, somehoiv, succeed id Joneiing prices in the 
ratio of 3 2, it does not^ollow that the eichangs 
value of the rupee must rise in the inverse pro- 
portion, that IS, from 16(i to ^if. The level of 
exchange is not determined simply by the level 
of internal prices but by a complex group of 
factors among which the foreign demand for a 
country s produce la perhaps the most importantr 
It mav also be pointed out that the rise m the 
piice of silver played a very impoitant part m 
laisiQg the exchange value of the lupee during 
the ^ai, and that a fall m the price of silver 
coincided with the fait in exchange Even if 
if wholly ignore the effect of changes in the 
puce of silver on the exchange value of the 
rupee it would be too much to expect that a 
mere fall in the Indian price level would rai«e 
exchange, unless the fall was accompanied by a 
very large increase in the Euiopean damand for 
Indian expoits Of this there seems to be little 
hope as conditions in Europe are stilj very abnor- 
mal and the buying power of the chief European 
countries is small 

The appreciation of the lupeo in terms of 
gold from 1895 to 1898 was accompanied by 
some degree of fall in prices, if the rise in the 
prices of food grains on account of the famine 
of lb9G 97 is Ignored But there was no appreci- 
able correlation between the price movement and 


t Ibid p 45 
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the eschange movemMit. The experience cS. 
3Ekiropean countries like Getmanj and Austria, 
“whose currency la very much, depreciated, con- 
firms the view that there is no precise relation 
"between exchange and the level of prices. 

It may bo concluded ihat it ig altogether 
wrong to think that it is possible to raise ex- 
ichange from led. to 24d. by reducing the cir- 
culation in the latio of 3 2. 

Professor Jevons’ plan for raising exchange 
to Is. id. instead of 28. and maintaining it at that 
level IS also open to serious objections. Deilation 
of the currency must form a part of any scheme 
whose object is to raise exchange, bu^ the succeess 
of the scheme must ultimately depend on the 
Indian balance of trade. It would, therefore, be 
•seen that the economic condition of Europe must 
be one of the governing factors in determining the 
•exchange value of the rupee. However, a Is. id. 
rupee is a more practical proposition than 
a 2s. rupee. The machinery for mamtammg 
exchange at the level of Is. id. which Pro- 
■fessor Jevons recommends for adoption is the 
old machinery with some alterations. The Gold 
Standard Beserve is to be abolished and incorpora- 
ted in the Paper Currency Beserve, A part of 
-the augmented Paper Currency Beserve would 
be kept in the form of sterling securities in 
Tlngland and when, st a time of an unfavourable 
balance of trade, Beverse Councils are sold m 
•India, they would be paid by the sale of these 
securities. "When the balance of trade was 
favourable to India, the Secretary of State would 
sell Councial bills in excess of his ^wn require- 
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ments for Home Charges and ifae cost of gilref 
needed for coinage, which would be paid in India 
m notes The price of the Councils would b4 
fixed “ at such a figure as not entirely to stop 
the flow of gold to India, but so aa to prevent 
so great a flow as would involve tie return of 
gold when the balance of trade became unfavour- 
able ”• Professor Jerons also tells as that " the 
device of holding a part of the Paper Currency 
Reserve in the form of steihng secucitias at 
the disposal of the Secretary of State provides 
the whole machinery which la necessary to allow 
for the uoitaal expansion and contraction of the 
circulating medium in India in substitution foe 
the natursl outflow and inflow of gold of the gold 
standard countries ’'t 

The difference between Professor Jevons 
scheme and our prO'-war machinery for the 
maintenance of exchange is very little As we 
have seen, the object of the sale of Council 
bills in excess of the Home Charges m pre war 
days was chiefly to prevent the unnecessary flow 
of gold to India In Professor Jevons' plan 
greater use would be made of notes in India foe 
currency purposes, and steihng securities would 
take the place of gold in the Gold Standard 
Reserve 

It is somewhat difficult to understand why 
special efforts are made to devise schemes whose 
object is to prevent the flow of gold to India> 
Such a scheme as Professor Jevons’ would be an 


•Ibldp 3 IB 
tlbidp 217 
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ideal scbeme for India from the point of view of 
the gold-nsing countries of the world. Professor 
Jevons begins the preface to his work with the 
sentence: “This book is wiitten for readers in 
India and everything is expressed from the Indian 
point of view.” But it may be asked whether a 
currency system based on the principle of free 
inflow and outflow of gold is really irreconcilable 
with the Indian point of view. The chief 
objections to such a plan as is recommended by 
Professor Jevons are that it ignores the Indian 
demand for a gold currency, and that a currency 
of token rupees or notes, which are not fully 
convertible for all purposes, will never fluctuate 
as a currency of full value coins fluctuates. 



Indian Budgets, 19H-15 to 1920-21. 


A atndy ot Indian war Budgets shows that 
the ogect oi the war on Indian finance was no 
less important than that on Indian industrial 
and economic Me generally. In a »on.e, the 
efieot ot the war on Indran finance may be 

regarded as permanent 1 the increase in erpenai- 

tnre which has necessitated the . ’ 

taxation, which is not ot a temporary 
IS, directly and indirectly, the result of the war. 
The war is also responsible tor the 1'“’'" 
ot the Ordinary Debt. Onr 
to indicate the problems 
Indian expenditnre, taxation and 
which the Gorornmenl had to deal with during 
the war and the subsequent peace yeAiB> , ’ 

however, be useful to describe some of the leadmg 
features of our finance during the last y 

before attempting a detailed study o 
budgets since the war. ■D.rxxTiTx'iftl 

The separation o! Indian , wg 2 i 

finance, which was effected 

makes It digicnlt “ilTwilh those 

rerenne and ' ^nl a comparison 

of the pre«war year 1913- 14, cuk 
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of Indian revenue and expenditure in 1920*21 with 
pre-war figures la equally instructive. The total 
Indian revenue m 1913-14 amounted to 
^85,207.000, and m 1920-21, to ^6137,438,000, 
an increase of 61 per cent. This very consider- 
able increase in revenue was largely the result 
■of substantial additions to direct as well as indirect 
taxation. The yield of the Income Tax increased 
from £1,950,000 in 1913-14 to £14,795,000 in 
1920-21, and of the Customs, from £7,558.000 to 
no less than £21,265,000. The Income Tax 
schedule was completely revised in 1916, and 
higher rates were imposed on all incomes above 
Us. 5,000 a year. This increased the yield of the 
Income Tax from £2,090,000 m 1915*16 to 
i63,772,000 in 1910*17. The Income Tax was 
supplemented by a Super-Tax m 1917, which 
was levied according to a graduated scale on 
incomes above Bs. 50.000 aonuaily. The receipts 
from the Income-Tax (including the 8uper*Tex) 
grew to £3,808,000 in 1917*18. A 50 pet cent, 
duty on excess profits earned In 1918-19 was 
imposed in the Budget for 1919*20, and it raised 
the Income-Tax receipts to no less than 
£15,472,000 in 1919-20. There was a re-adjust- 
ment of the Super-Tax m the Budget for 1920- 
21, and in the following year the Income-Tax 
was again revised. 

The Customs schedule was completely 
revised m 1916-17 and again modified in 1917-18. 
These changes increased the yield of the Customs 
from £7,558,000 in 1913-14 to £12,120,000 in 
1918-19. The Customs tariff was revised in 1921 
and again m 1922. 
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Of less importance, because of its compara. 
tivelj small yield, is the 25 pet cent, increase m 
the Salt Duty m 1916 

The increase m taxation was ^lecfsitated 
by constantly increasing expenditure The total 
expenditure charged to revenue m 
ed to £82,894.000 . it increased to £154,777.000 
m 1920 21, or by 87 per cent. The 
the end of chopt» XV shotva that there ■’“S 

agoneialmcieasemeipenditoro under 

all the heads The greatest inotease is, h^ever, 
under “Military Services ” 31 

amounted to 431,205,000 m 1013-W , in 1920 -1^ 
It had increased about three times. It w also 

he noticed that tho greatest mcrease in military 

enpendiluie has taken P>‘“ . ‘i“ 

siSDing of the aimistice m Novembei 1918. -i 
1917*18, military expenditure was £ ’ 

41 per cent, greater than the 

the armistice it has about doubled. The 

m military expenditure is Smn 

though not the sole cause, of heavier taxation 

since the conclusion of peace ,.„,„e8 of the 

Much light 13 thrown on the causes 
growth of military expenditure by 
memorandum on the subject prep .-.gjative 
beneat of the members of the ^^^^Joran- 

Assembly m 1921. We learn ^ Td.a 

dum that when the armistice was o 

had an army expenditure m 

the pre-war army, though all P pra- 

connection with the excess over h British 

■war establishments was borne y 
Government. The re-orgamaation of th y 
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for peace proved very costly- The reasons are 
thus explained m the memorandum : — 

“ In reconstructing the army of the future, 
the removal of certain anomalies and the remedy- 
ing of certain defects have been the primary 
consideration. Foi instance, it was found that 
the conditions under which soldiers served requir- 
ed amelioration, the pay tiad to bo made suffici- 
ent to attract and retain men and to compare not 
too unfaiourably uith the pay of the civil 
services , the soldier had to be fed, clothed, 
equipped, and housed m accordance with modern 
ideas. Further, opportunities for education had 
to be given to him while still serving, so that he 
might learn the duties of citizenship and prepare 
himself for civil life on discharge It is on these 
lines alone that India can secure a contented 
army and thereby an efficient army, for con- 
tentment 18 the foundation of efficiency, and 
efficiency the ffrst step towards reduction m size. 
It IS a truism tnat a small army, well paid, 
will fed, well clothed, well housed, and consequen- 
tly contented, equipped at the same time with 
the correct proportions of administrative staffs 
and services, and therefore capable of rapid 
expansion in case of emergency, is far more 
efficient than a larger army which lacks 
these advantages. If, therefore, a reduction m 
the strength of the standing army is to be the 
object in view m India, as it is now m all civilized 
countries, the first step is to see to it that the 
army is thoroughly efficient.” 

It IS also pointed out that m view of the 
troubled state of the Middle East Indian army 
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xannot be reduced below a certain mmlmum 
strength. The "Wazinstan campaign and other 
frontier operations have also prevented any large 
permanent reduction. 

The increase m military expenditure may 
be classified under the following heads : — 

(a) The actual cost of the fighting soldier ; 
{b) The cost of the Ancillary services, such 
as Supply and Transport, Medical, etc. 

(c) Capital expenditure required m connw- 
tion with the equipment and housing of the 
-soldier and the improvement of nospitals ; also 
for the construction of defences and communica- 


tions . and , , . 

id). Non-effective charges, which include 
all pensionary charges. 

The increase m the cost of the fighting 
soldior, Indian as well as British, is due to 
economic causes. The pay of the sepoy has b 
raised fiom 11 rupees to 15 rupees a inonth. 
The State has further undertaken to feed, house, 
mount, and equip the sepoy completely. ^ 
average pay of the British soldier >snow Ks. i- 
per annum as compared with Bs. 4-0 

Before the war. the British infantry soldier was 

paid Is. a day in the United Kingdom. 
the war, the rise in industrial wages, . 

the increase in the cost of living, compe ® 
British Government to raise the wages o 
soldier, and the Government of India must p y 
to their British soldiers rates based upon ® P 
wh.=h they get m the Umted 
they are recruited. The case of Bri i 
jssmilat. .The tn«e..e le the eoet ol the 
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Ancillary services is due partly to increases m 
the pay of the British and Indian personnel, and 
partly to increase in the strength of the person'- 
nel. Tae increase under pensions is due directly 
to the war and to the increased scale of pensions 
for all classes, British and Indian, 

Economic causes, traceable to the war, 
account for a large part of the increase in milit- 
ary expenditure. They are also responsible for 
the growth of expenditure under another import- 
ant head — Salaries and Expenses of Civil Depart- 
ments. The cost of Cml Departments increased 
from about £ 18 millions in 1918-14 to about 
£ 30 millions in 1920-21, or by 70 per cent. No 
one can be blamed for such increase m expendi- 
ture. When there is a heavy and general fall 
in the purchasing power of money, the scale of 
national expenditure must rise, unless efficiency 
^s to be sacTihced for the sake of economy. 

The war was not financed with the proceeds 
of taxation alone ; Government also borrowed 
large sums of money for war purposes. 

The National Debt of India consists of two 
parts, Productive Debt and Ordinary Debt. The 
total National Debt on 31st March 1914, amounted 
to Bs. 411*3 crores, of which only 19*2 croies was 
Ordinary Debt. Of the 392 1 crores of Productive 
Debt, 333 crores was represented by Eailways, 
and crores by Irrigation. The sums spent 

on Eailways and lingation yielded a return far 
m excess of the interest payable on the entire 
National Debt. During six years, from 81st 



318 


INDUS B0SQET8 


March 1914 to Slst March 1920, the National Debt 
increased from 411‘g crores to 566*3 crores, as 
shown below ; — 

Crores of rufttf. 
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■was interest on Ordinary Debt. The total debt 
outstanding on 31st March, 1922, was as follows* — 
Total Es. 

Sterling £206,679,245 310,01.88.675 

Bwpee dtht. 

permanent Debt — Es. 

6 % Bond 40,59,03,700 

"War Bonds 29,17,19,500 

5 “/, debt. 43,48,64,700 

4 7^ „ 17,12,87,200 

% „ 1,19,16,64,891 

3 X 6,52,30,050 

Other debt 1,00,13,500 2,57,05,83,541 

Tempoiary debt — 

6 % Bonds 37,89.47,000 

6i% War Bonds 10,39,94,100 48,28,71,100 

Treasury Bills — 

Issued to public 46,49,10,000 

Issued to Papei 

Currency Ee- 

serve 54,21,00,000 100,70,10,000 

Savings Bank 

Balances 49,76,51.394 49,76,51,394 

Post Office Cash 

Ceitificates 4,34,34,758 4,34,34,756 

Tba fluctuations of exchange during the war 
introduced a new factor into Indian flnacc^ As we 
have already seen, exchange began to rise in 1917, 
and it rose to 2s. 4d. m December 1919. The adop- 
tion of the report of the Babington Smith Com- 
mittee led to a fuither rise, and in February 1920 
bills on London were quoted at 25. lOid. Then 
exchange began to falL In December 1920, it 
wae only a little above the pre-war parity, and 
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in 1921 it fell below Is* 4d. The tise in exchange 
created no hnaucial difficultieB. Up to 1st April, 
1920, Indian accounts were prepared on the basis 
of the 2s. rupee, which is still the official exchange 
rate. The fall m exchange has proved very 
troublesome. The ‘ gains by exchange ’ have been 
replaced by ‘ losses by exchange’ which amounted 
to 323 lakhs in li?20>21 and 903 lakhs in 1921-22 
(Bevised Estimate), and which are estimated at 
995 lakhs in 1922-23. These are losses charged 
to revenue. The total loss incurred on Net 
Expenditure of the central Government in Eng- 
land, including capital expenditure on Bailwsys. 
Posts and Telegraphs and Irrigation, is of course 
gceatei, as can be seen from the following 
account of Exchange m the Budget for 1922-23:— 


(a) Net expenditure of the 

Central Government m 
England in 1922-23 

(b) Bupee equivalent of 

above at 2s. per rupee, 
the rate adopted for 
conversion in the ac- 
counts .. 

(c) Kupee equivalent of (a) 

at Is 4d. per topee, 
the average rate as- 
sumed for the year 
1922-23 

(d) Difference between (6) 

and (c) representing 
adjustment /or ex- 
change 


£ 80, 742, 609 

Bs. 30,74,26,000 

Bs. 40,11,39,000 

Bs. 15,37,13,000 
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<«) chained *“ 

to Bailways, Posts and’ 

Telegraph^ and Imga- 
tion I . Es. 5,41,63.000 

(/) Bjilance ct^argeable to 
the bead ^Et^ohange” 
and in respect of non 
commercial heads Es. 9,95,50,000 

The losses by exchange are, however, more 
Artificial Jihan real, They are wholly due to the 
fact that Indian accounts are not prepared on the 
O-s. 4d. basis , when this is done> they wjl autom' 
atically disappear 

The Effect of the Outbreak of on. 

Indian Finance^ 

The following tables ahow the e^ect of the 
outbieak of war on Indian finance 

In millions of £ 
Budget for 15. 
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Eevenue 

54‘237 

30-842 

85 079 

Expenditure 

52-981 


87-029 

Surpluaor Deficit , 

+ 1-256 

-S'295 ; 

-1-950 
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Revised JBttvmates, 



It will be eeen that the 8^ 
ptoTiaed tor a ‘."[“'.J.'^evise'd estimate showed 
S64i millions. ’'>’■ " *? ^fr 50 * 

a levenue o! ooly ^ decrease was 

decrease ot £ wuse of Jt being the 

due to the war, th® Customs, which were 

decline under Eailwaja and Gustom^.^^ 

seriously aL-gak ot war As regards 

consequent upon the outbreak 0 

the decline m the Provincial re Land 

a heavy fall under Ex«se t and 

Bevenue {£ 255,00®. , ^ ^ jhe provincial 

Forests (271.000). Th® d^^‘°hatin the Imperial 
revenue aa compared \ natural that Impat' 
rerenOB waa small It WM outbieab 

lal revenue ahould ‘*"®®nendent on trade cpndi- 
ni viar aa it bVwaii- 

tiona which ate largely *nei,i aurplna oiill 
converted an milhonB. Combin- 

niillions into a dehcit ot i-j " 
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mg Ipipeiia} Pioyicq^l sides, the tQt^l 
deficit, es showA by thp ^^vised estiipate, ■vyas 
£i,bout £ SjipiUionSj as copipared ^ith the aptici- 
pated deceit oJ abqp^ £ 2 mil}iODa. 

The Finance Member estimafcpd thqt m 
1915-1& the total revenue, Imperial and Pro- 
vincial, wQyld be £ 80,408,000, and the tptal 
expenditure, £ 84,485>OOQ, resulting m a deOfit of 
£ 4,0^5,000, He, h^^'wever, proposed no additional 
taxation to covev th«s deficit, for which he gaye 
the foUpwmg explapation ip hie Budget speech. r- 
" The hyelf method of adding to our resourpes 
which would naturally suggest itseU— one, indeed, 
which wo have very seriously considered — is 
follow the lead of the mother country and impose 
special taxation, and 1 haye no doubt that the 
majority of the members of this Council heve 
been asking themselves for sometime past what 
line we shall ta^e on this question. Those who 
have followed my remarks op the revenue postion, 
will, bpwevei, hayo already had their anxiety 
relieved. We do nyt propose on this occasion to 
raise any money by increased taxation. We 
should not hesitate tor do 80 to meet a deficiency 
in revenue which promised to be of a more or 
less abiding character. Hut the present circum- 
stances ate altogether peculiar. We know that, 
ordinarily, we can count on surpluses. India 
tpo has a very small unproductive debt ; and with 
trade pondit^cna depifcaedj and the present 
abnormal rise in food prices ip a large part of the 
country, we havp coma to the conclusion that 
we ought not tp add to existing, taxation unless 
It IS absolutely necessary. W& hold that this 
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necessity basnet yet arisen,'’ since the deficits of 
the current Snd coming years are, as already 
stated, entirely the product of special and teni' 
poiary circumstances; while as regards ways 
and means, we see our way, in spite, of these 
deficits, to financing all outlay immediately 
necessary. We have to bear in mind, too, in 
dealing with an essential point of policy like this, 
the possibility that an improvement of conditions, 
whether by the conclusion of peace or otherwise, 
may, after all, take place sooner than we are yet 
entitled to assume. When this occuis, we shall, 
I have no doubt, rapidly regain at any rate a 
large portion of the savings banks deposits which 
have been withdrawn from us, and may hope for 
improvement m other directions as well "• 

The Bodget fob 1916 17. 

The F.nanace Member hoped that the wkt 
would end before the close of the financial year 
1915*X6, and that was his main reason for not 
pioposmg additional taxation. But the war 
was not to end so soon, and increase of taxation 
coula not be avoided. The Eevised estimate for 
1915-lb showed a deficit of £ 2’7 millions as 
compared with the antiwpated deficit of about 
£ 4 millions. The deficit m 191B-17 was expected 
to be £ millions if there was no taxation. 
There was every probability that the 
war would continue throughout 1916-17. "The 
war continues ”, said the Finance Member in 
proposing additional taxation, " and we cannot 
go on year after yeir with ‘uncovered deficits”. 
He reminded the House of what s,h&‘bad .said in 



this connection a year ago, that, if it become 
necessary, additional taxation would, be imposed. 
The new taxes took the form of an increase m 
import duties, an additional dnty of 4 annas a 
maund on salt, and the imposition of higher 
rates on incomes above Es. 5,000. The general 
tariff was raised from 6 per cent, to per cent. 

valorem, except in the case of sugar, which 
was raised to 10 per cent The free hat was 
curtailed materially, and special duties were 
imposed upon wines and spirits and tobacco. 
The only important article whose imports were not 
affected by the revision of tie tariff was cofton. 

It was felt that the proposal to increase the duty 
on piece goods, which stood at 3^ per cent., would 
be “most unfortunate, as it would piovoke a 
revival of old controversies at a time when they 
specially desired to avoid all contentious questions 
both here and in England, and might prejudice 
the ultimate settlement of the larger issues raised 
by the war”. Export duties were at the same 
time imposed on tea, raw jute and manufactured 
jute. The revision of the tariff was expected to 
yield & 2‘1 millions. 

The chief features of the Income Tax Act of 
1880, which it was proposed to amend were as 

follows • 

The Act exempted 

(a) Incomes derived from land assessed to 
land revenue and front agriculture. 

(b) Incomes derived from property solely ^ 
employed for religious or public charitable pur- 
poses. 
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(c) Salaries of officers and SbldierS bmployed 
in a military capacity wheii these do dot exfceed 
Bs. 600 a month, or BS. 6,000 a year. 

id) All incomes -whioh ■would Otherwise be 
taxable if these are less than Bs. 1,000 a ytiat- 
Oii‘»inally only incomes which -wete less than 
Bs. 500 wore exempt, but the limit 
Bs. 1,000 in 1003.* Incomes between B9. l.UW 
and Bs. 1,999 paid 4 pieS m the tupse, sbH mCOmes 
above that amount 5 pies >o the lup6e. 

The new trotOBlla left all moomea el lsS» 
than Es 6,000 a year imtehohed. Incomes from 
Be 8,000 to Be. 9,999 '«'e « 089 
rnnee , incomes from Es IC.OOO to Bs. 24,999 
wei8 ohatged 9 pies in the rupee, and incomes 
ofBs. 25,000 and npwards, J ‘X'Sa 

PioMs of companies were ohaipd at 
tale, bnt this “”*'1®“* Jd 

emptlon, to indUidnal ahateholdets who con a 
show that their total income was snch as to 
warrant a lower rate of taxation or 
(that 16 , if income fiom all sontcas was less than 
Es 1,000 a year). °° 1 .„„a, 

taxed similarly, t « , the initial ,^®1® , , whole 
but the holders could obtain refuhd their 

or part of sum recovered Wth rafcrehce to thm 

actual income of all kinds* ^h® f qno 000 
ation of income was expected tB yiel 

The change, in the Ib®”®® ^“^tal nnmbsl 
very small number ol petaons. Th t ‘ 
of income tax assessees in ^ 000 

cotnpanieS a6 persons, was ' 


Raised to Ra 2,000 jn 1919 
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Of those about 216,000 weTe assessed on incomos 
between Es. 1,000 and 1,999, and 79,000 between 
Bs. 2,000 and 4,999. Thus no less than 295.000 
assessees under the Income tax were unaffected 
by the new rates of taxation. 

The yield of the new taxes was estimated to 
be a little over £ 3*6 millions as under — 

(a) £ 2,150,000 from Customs and con- 
sequential changet, in the excise dhties dn liqnois, 

(5) £ 600,000 by the enhancement of the 
duty on salt. 

(c) £ 900,000 by the increase under Income 

Tax. 

The Budget, as finally passed, shotved an 
Impeiial surplus of £ *82(3 million, and a total 
fiUTplus of £ 47 3 mithoD. 

Ways and Means. 

In the Way and Means estimate for 19i6-16, 
£9'i miHions had been provided for capital outlay. 
But reasons of economy compelled Government 
to cut down then railway programme and to 
reduce the outlay on irrigation) so th^t no mote 
than £G '1 millions was spent under capital outlay^ 
On the resources side, while it was expected that , 
the Seefetary of State would ba able to raise 
£ 6*0 millions by a steiling lobn m England, ^t'he 
actual sum realised was only £ 3*1 millions. The 
Ways and Means estimate for 1916;lV was^ 
therefore more modest and less optimistic tha^ 
that for the preceding yebr. Capital expenditure ^ 
was cut down to “ the lowest possible limit ” — 
£ 3 millions was allowed for railways and £ 1*2 
millions iox irrigation and Delhi., There wa^ to 
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be no sterling loan. A rupee’ loan^ carrying^ 
interest tit 4 pet' cent, and redeemable m ten or 
fifteen years at the option of Government, was 
to bo issued.*- It was expected to yield £4*3 
millions , the actual yield was £ 4 22 millions^ 
exclusive of the sum subscribed through the Post 
Office savings banks £ 216,645. 

TJie Jtevised E$hmate for 1926’1?. ' 

As compared with the Budget estimate, the 
total leionue for 1916-17, as shown by the 
Bevised estimate, was found to be £ 1,0.226 millions 
greatei, but expenditure had also incieased, with 
the result that the total surplus amounted to 
£ 7 209 millions; 

A gieat part of the increase m levenue was 
due to an unexpected incteaaa of over £4 millions 
under Railways The rams had been good and 
trade and economic conditions were more favour* 
able thari in the precoding year Further, the 
absence of cofiipetition fiom the coasting tiade, 
which meant more traffic for the railways^ swelled 
railway receipts. The increase ondet Customs 
also Tweeted the more favouable trade conditions. ^ 
Opium and salt also yielded more revenue ; m the 
first case, highei prices were realised at the 
auction sales In Calcutta and for medicinal opium ^ 
sold in England, and in the second, there 
was increase m the demand for salt of loeal 
manufacture owtng tdiiefly to a decline in the 
import of fealt into Bengal. The increased rdpee'' 
coinage during the year yielded a little more than 
£|- million, while the expansion of postal business ^ 
and increase m the number of field service tele- 
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grams produced an additional £ 300,000 The 
increase in expenditure was chiefly due to an 
increase of about £ 4 millions under Military 
Services. 

The ways and means position was also 
satisfactory "With their improved resources 
Government were able to extinguish then total 
emergency war indebtedness, which amounted 
to £ 4 6 millions Capital expenditure m 19lb*l7 
was only £ 2 4 millions, as compared with £ 2 4 
millions, the estimated outlay Owing to difficulties 
oi obtaining material, railway capital expenditure 
was one half of the estimated expenditure 
Budges foe 1917-18 

For 1917<18 the Finance Membei estimated 
an Imperial surplus of £ 2 8 millions, if there was 
no increase in taxation But in view of ttie 
proposed flnaucial contribution to the war by 
India, a larger surplus was required 

(nd^a’s Financial Contribution to the War 
Up to the end of 1916-17 India’s total net 
contribution towards the cost of thb war, in respect 
of the Expeditionary forces, was about £I 1 ^ 
millions, winch was expected to increase to £ 15 ^ 
millions by the end of 1917-18 Under Section 
22 of the Government of Jndta Act, wtnch forbids ' 
the application of the revenues of India to defray- 
ing the expenses of any military operations 
carried on beyond the frontiers of India, except for 
preventing or repelling an actual invasion, or m 
the case of some other sudden or urgent necessity, 
India could claim this amount from England, and 
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a special Besoluhoii had to be passed by ibe 
Parliamoufc jn order tb give effeiJt to tbe proposal 
of the Ihdian Gdverumtibt that Ibdia shohld bear 
the cost of the Expeditionary forces employed out 
■of India. Furthci, very heavy payments were 
made w India by the Governmeht On behalf of the 
British Govenment for purchases made in India 
by the latter, i;\ hlle a large part of the recBipts 
were re-lent to the British Government. The 
total sum invested in British securities by India 
emce the beginning of the war up to the end of 
191d-17 amounted to £46^ tnillions, of which 
£ 36 millions represented wholly new lOvestniMt- 
The Government of India, however, felt that 
India might make a further direct Bnancial con- 
tribution towards the cost of the whr, and at the 
begfftliing of January 1917, tbo Viceroy addressed 
a telegram to the Secretary of Btath suggesting 
that the Government were prepared to accept an 
ultimate special contribution of £ lOQ millions to 
the war. The recuraag liabilities which this 
special contribution involved amounted to £ 6 
millions annualy. 

The Imperial surplus was estimated to be 
about £ 2| millions , therefore more than £ * 
millions had to be raised in 1917-16 by means 
of 'additional tasationu 

The New Taxes. 

The new taxes proposed by tbe Finance 
Member, arid accepted by the Couhcil, were, ft 
stipar-t4x on the largest ibchmes, higher duties 
oh the exports of jute fthd imports of cOtton goods, 
afad a'feurchargd ontiulvvfty gOods traffic. 



l^DFAW *01)0*T8 


3SI 

^he feilper tax siipplonQ*dtited the ordinary 
inCoine tax It Effected mcomes exc^edibg 
Eg 50 000 'annually and 'waa levied ih 4n EBceM 
ding scale as given below — 

For every rupee ol the first 
Bs 50 000 of the excess, 

% e bet^ een Es 50 DOO and 
1 lakh 

For every rupee of the next 
Bs 50 OOO of the excess 
i e between Bs 1 and 
lakhs 

For every rupee of the next 
Es 50 OOO of the excess 
t e between Bs 11 and 2 
lakhs 

For every rupee of the next 
Bs 50 000 of the excess te 
between Bs 2 and 21 lakhs 
For every rupee of the excess 
te on everything over 
lakhs 

The duties on raw and 
impbsed in 1915 16 were doubled It was expected 
that ID view of our monopoliBt position in respect 
■of ]Dte product on the Indian exporter of jtite 
woiild be able to pa^s on the duties to the foreign 
■cobsilmer 

Tha duty on the im^otts of Ootton goods was 
incrsksed from to 74 per cent tid eitftfreJn 
■which whs the genferal ihriS rate The cottoh 
excise duty was not ^ai^ed and it remained at 3^ 
pfer cent 


1 anna per rilpee 

11 anbas per rupee. 

2 annas per rupee 
24 annas per rupee 

3 annas per rupee 
manufactured ]ute 
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A surcharge on railway goods traffic was 
imposed at the rate of 1 pie a maund on coal, 
coke and firewood, and two pies a maund on other 
articles. . a i ' 

The additional taxes were estimated to yieia 
millions in 1917-18. , 

The Budget for 1917-18 as finally pa'ssed 
anticipated a total revenue of £ 98 871 millions 
against a total expenditure of £98*833 millions, 
and thus a surplus of £038 million. T esa 
figures include, as regards Imperial transactions, 
£ b millions on account of the war contnbu lon 
and £3t millions of additional taxation. 

In the AVajs and Means estimate provision 
was made for capital expenditure on Bailways, 
Irrigation and Delhi of £4 5 millions, of which 
£3 b as intended for railways The revised esti-, 
mate showed that the actual 
fell short of the Budget estimate by £ COO.OUU. 

The Becised Eshmate/or 1917-18. 

In introducing the Financial Statement for 
1918 19 the Finance Member said — 

“ The general situation I have now 
cribe IS, m many wavs, similar to that ou m 
mv speech last year. The revenue 
again excellent Our Railway receipts have ouo 
mote broken the record, and far . 

figure estimated in the current years o 
The result .s that tee are able to iace with 
equanimity a considerable increase m 
charges. Our financial embarrassments, 
shall presently show, ate mainly aue t 
MajestVs Government constantly increasing 
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penditure which is xepaid to the Secretary of 
State at Home. Simultaneously there is serious 
-and growing demand on our resources to finance 
the shipment of materials xequjredjor th.e pro- 
secution of the war, and of the food stuffs which 
the Allies and many portions of the Empire are 
drawing from India. The account which I ghall 
> give later on of the calls which we have had to 
meet will be a sufficient indication of the anxieties 
which the year niw coming to a clo'e has brought 
with it. . ” 

The total Imperial revenue m 1917-18 was 
about £ 10 millions greater than the figure taken 
in the Budget, while Imperial expenditure had 
increased by about £ 4^ millions. Nearly half the 
increase m revenue was due to Eailways. The 
.rise m exchange was a source of considerable gam, 
but the rise in the ptKe of silver increased the 
cost of the rupee coinage. Allowing for the loss 
on coinage, there was a net gam by exchange 
of about £ 1 million. Under Salt there was an 
increase of nearly £ millions, due to large 
advance payments in Northern India to secure 
.priority of issue from the stock there. The use 
of prices which swelled the value of our foreign 
trade and thus affected the ad valorem duties, 
brought an increase of over £ T7 millions under 
-Customs. With the exception of Opium, which 
-showed a considerable decrease, the other heads 
of revenue showed a material increase. 

There was an increase in Imperial expen- 
diture of £4*0 millions, chiefly under Military 
charges. On the Provincial side, there was a 
surplus of about £ 2*3 milhons. 
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Sorrotctnj^ «n I92r«ZS. 

In order to dischatgo India’s war Gontri- 
bution of £ 100 millions, promised to the British 
Oovernment m Jannar; 1917/ a war loan bad 
been floated. Tbe proceeds of the loan were to 
be handed over to the Biitish OoTernment, and 
the balance was to be defrayed by debt. The 
War Loan produoed £ 3G*1 millions. The Pre- 
eidenc} Banks rendered valuable h^lp to the 
Governnaent in raising the Loan. 

In order to meet heavy payments mcurred on 
behalf ot the British Government and the 5eci«« 
tary of State's Council biiU, Treasury bilU were 
issued in India m October 1917 which could be 
taken at option for periods of 6, 9 or 12 months. 
Including a special tempoiaty loan taken from 
the Bank ot Bombay, Government expected 
to raise m this way £30 millions by tbe end of the 
financial year 1017-16. The total payments made 
in India m 1917-16 for Council bills and on 
behalf of the British Government and other 
countries amounted to no less than £ 111 millions. 

The Bcnoti fob lOlc.lO. 

The Budget estimate for 1918-19 as finally 
passed is given below , — 


[Tabla 
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Beyenue 


34-887 


Expenditure . . 

71-721 

34-756 


Surplus 

+2-682 

+ -13I 

-*2-713 


Tho Finaoce Member, it will be seen, esii- 
mated a total surplus of £ 2| millions. He did 
not propose any additional taxation. In tbe 
Ways and Means estimate he provided £ S 
millions for capital expenditure and £ 6‘9 for dis- 
charge of debt. 

The borrowing programme foi 1918-19 cpn- 
aisted in. the issue of a second war lo^n, the 
proceeds of which were to be entirely handed ov^r 
to the British Goyernment in payment of India’s 
contribution of £ 100,000,000. The second war 
loan, as, the fiist, was for an unlimited amount,. 
Three material advantages tp Ipdia and the 
Empire were expected fiom raising a large w^r 
loan in India, fiist, it wpuld giya flesh mon^y to 
the British Government fpi..tqe conduct of the 
war and thus India’s contiibujiiOD wopld be mote 
useful than if ebe m^ply took over a portion ol 
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the ptevioBsly existing Btjttah war debt; second, 
•“it would assist the GoTernment of India m obtain- 
ing funds for the financing of war expenditure in 
India to meet the needs of theBntisbGoveinment 
and third, India would gam economically by her 
contribution beingTaised by borrowing in India, 
for, in this ca=e, interest on the loan would be 
disbursed in India, while if she took over a portion 
of the Britjefa debt, the interest would be lost to 
the country. 

The mam section of the loan (t e., exclusire 
of the Post Office section) yielded about Bs. 51} 
croies. 


Hitised Estimate Jor JPJ5-IP. 

** It 19 doubtful,” said Sir James Meston in 
the course of fais remarks on the characteristic:, 
■of the year 1918-19, while introducing the 
Pinancial Statement for 1919 20, ” whether in 
the financial history of British India there has 
been a year of more diversified character, or 
■varied difficulties, than 1918 19.” Theyearwas.as 
the Finance ilember characterised it, “a period of 
crisis and dramatic change." At the beginning of 
the year the long threatened German offensive was 
developing in Francs, and every effort was made 
in India to supply men and munitions for the 
Allied armies. The first half of the year was 
a period of great trade activity. There were 
heavy exports of food-stuffa and other articles of 
national importance. Bailway receipts mcreas. 
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ed, and on account of the heavy sales of bills by 
the Secretary of State at using rates of exchange 
'gams by exchange ■were large In September 
1918, high hopes were formed of a record surplus 
at the close of tie financial year But then 
•came the cessation of hostilities, and •with it the 
trade depression The monsoon also failed arid 
the influenza epidemic took a heavy toll of life, 
■which seriously weakened agricultuial power. 
The shoitago of supplies checked exports and the 
Secretary of State stopped the sales of Council 
drafts after October All this reacted on Indian 
finance One of the direct eflects of scarcity was 
the remissions and suspensions of land revonue 
The total Impeiial share of the loss under Land 
Bevenue amounted to f 1 million Howevei, 
Bailways, Customs and Mint showed an increase 
of revenue, thanks to the favourable conditions 
during the first half of the year Sir William 
Meyer had budgeted for a total Imperial revenue 
of about & 71* millions, giving a surplus of over 
£ millions The Bevised estimate showed that 
the revenue was better by £ 11 millions, but the 
expenditure had increased by £ 18 millions, with 
the result that instead of the anticipated surplus 
there was a deficit of £i^ millions The increase 
in expenditure was due to the liability accepted 
in September 1918 for the cost of 200,000 addi- 
tional Indian troops which amounted to £, 12^ 
millions. 

The Ways and Means position in India in 
1918-19 was one of some difficulty and great com- 
plexity. The funds provided by the Government 
for remittance purposes m 1918-19 reached a 
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■total of no less than £ 141*3 millions, including 
£72*7 millions wax outlay on behalf of the Biitish 
Government recoverable m London and £ 20 6 
millions of Council bills. 

Budget foe 1919-20. 

The framing of Budget estimates for a year 
immediately following the cessation of hostilities 
IS a matter of no small difficulty. These ■were 
giaphically described by the Finance Member m 
hia speech introducmg the Financial Statement. 

" The fast of forecasting our resources and 
requiremonta for next year is unusually per- 
ple-cing. On the military side there is no expei* 
lence to guide us in calculating the legacies of a 
great war. The peace and cost of demobilixation, 
the future strength of the army and its reserves, 
the new equipment which the iessone of the war 
■uill force upon us — alt these are unceitam On 
the civil side, our external trade is largely 
governed by shipping, which may or may not 
be available, and there is thus no ostimiting with 
anj confidence for our customs revenue, our 
gams or loss by exchange, etc. Our internal 
trade will be affected by scarcity, and may be 
seriously hit by a slump m prices hence un- 
ceitamty about our Hallway earnings and other 
important heads of revenue After the strain 
and artificial conditions of recent years it is not 
easy to speculate Dow far the rebound will go or 
what directions it will take, and the only thing 
that IS ceitain is that we must incur a large 
expenditure to recover the ground which has been 
lost m a peiiod of severe economy.” 
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The Finance Member, however, thought that 
there was no cause to be very pessimistic about 
the year 1919-20. India had made money during 
the war, and was well-prepared to meet a period 
o£ depression. He therefore took an optimistic 
view of Indian revenues, and allowed for a 
substantial increase under the majority of the 
more important heads of revenue. He estimated 
the revenue in 1919-20 to bo i SO millions, or 
f ® less than the estimated erpenditnre 

£ 85 millions To dll this gap and in order to 
get a surplus ha asked the Council to impose a 

1918-19. The loss of super-tax since super-tax 
and excess profits duty were not to be assessed 
on the same business) he estimated to bo ^ l 
million, and of the Income Tax (since a rebate 
0* ‘his tax in 

respect of the amount paid as excess nrnfita 
duty at £ 450,000. Allowi^ig for thesriossS the 
receipts of the excess profits duty were estimated 
to be about £ 6 millions. The Budget as flnallv 
passed anticipated a surplus of i UOO.OOO. ^ 

Under Ways and Means the Finance Member 
provided for a capital outlay on railways of 
£ 17 7 millions, which was far in excess of thl 
largest railway programme (D 12 millionsi ever 
pieviously undertaken. Ho proposed to , 
a loan in India of Bs. 15 oroj (tfe sum reaSd 
was 21 orores) and to disohaigo Treasiii v b ii 
amounting to £ 8 millions, and liquidate a “ 
amount of the temporary babibties of Cover™ 
ment apart from Treasury bills. »erii- 
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Itevised Estimate for 2919 SO. 

In fiammg the estimate of revenue and ex- 
pendituie for 1919 20 the Finance Membei (Lord 
Meston) had taken an optimistic view of the 
financial situation. The Revised estimate showed 
that his optimism was justified It is true that 
owing to Bcarcitj, resulting from the failure of 
the monsoon in 1918, famine had to be declaied 
in 12 districts of British India, but the monsoon 
of 1919 as good, which relieved the immediate 
scarcity, though it did not lower the prices of 
food stuffs Economic conditions gsneially^ m 
1919 20 "neie favourable to trade The impiove- 
ment in freightage and traffic facilities led to the 
expansion of both impoits and exports The 
exporteia, particularly, did very well, and India 
had a record balance of trade m her favour at the 
close of the financial year (1919 20) Another 
proof of growing industrial activity was furnished 
by the record number of company floatations 
during the year As the result of the improved 
conditions of trade, receipts under Railways and 
Customs and Income Tax were greater than the 
figures taken m ths Budget, The net result was 
that Imperial revenue was Bs 135 J- croros against 
an estimated total of Bs 129? crores. The 
oidinaiy expenditure (excluding Military services) 
amounted to Bs 69 crores against an anticipated 
total of Bs. 64 crores. But the total expenditure 
including the Military services was much greater 
than the anticipated expenditure. Lord Meston 
had expected a surplus of £600,000, Mr (now 
Sir) W. M Hailey announced a deficit of £ 14| 
millions. The explanation of the deficit was given 
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in the folloTving passage of the Financial State- 
ment foi 1920-21 : 

“ In pieaenting the military estimates for 
the cuirent year it was assumed that the year 
1919-20 would be one of demobilization. Unfor- 
tunately, as the Council are well awaie, this 
anticipation has not been realised. We were 
compelled not only to postpone the disbandment 
of considerable bodies of additional troops which 
were raised in India m 1918, but also to adopt 
every expedient which economises human life 
at the expense of mechanical contrivances, and 
which makes life more comfortable on field service. 
High puces ruled everywhere and these affected 
not only the cost of material but the cost of our 
Indian recruits, including followers. But the 
expenditure was unavoidaile; when it is a question 
of war, purely financial considerations must give 
way” 

The Afghan war cost £ 14j millions. It was 
entirely responsible for converting a small an- 
ticipated surplus into a big deficit. 

The Afghan war had another important 
effect on oui finance. Lord bleston had hoped to 
reduce the Treasury bill outstandings of Govern- 
ment during 1919-20 by about Es. 22 crores. But 
owing to the Afghan war and frontier operations, 
the Government, so fat from discharging the 
Treasury bills, had to issue fresh bills, and in 
October, their outstandings had grown from 49i 
crores on April 1 to no less than b8 crores. 

In 1919-20 the Government of India provided 
funds amounting to 130 crores m India in con- 
nection with remittance transactions. But the 
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difficulty of fioaucmg these transactions was now 
much less than during the preceding two years, 
when Government’s cash balances were locked 
up in Loudon and could not be transferred to 
India With the cessation ot hostilities in Europe 
and the gradual removal of war restrictions, it 
became possible for the Secretary of State to 
retransfer his surplus balances to India by moans 
of gold remittance® With their receipts of gold 
from the Secretary of State and the proceeds of 
the sales of Beverse Council bills, Government met 
Bs. 80 crores of liabilities out of a total of 130 
ciores, and they had to find only 50 crores by 
other means 

Gain$ by Exchange 

The gams by exchange in 10I9*20 amounted 
to no less than Bs. ‘22i nrores, as compaied with 
13^ crores in 191d*19 This was due to the fact that 
the Government of India s accounts were kept 
throughout the year 1919 20 (asm previous years) 
on a 1« 4d basis, while the exchange during the 
greater part of the year was much above 2s 

From the gross game by exchange certain 
losses must be d^ucted m oidei to find the net 
gams. There was a Joss of Rs. 4J crores on rupee 
coinage on account of the rise m the price of silver, 
and bi crores on gold purchases, acquisition and 
sales arising from the premium over sterling 
parity at which the Secretary of State made his 
gold purchases. The net gains were thus reduced 
to Es. II4 crores Of this amount Government 
decided to credit Es. 7}- crores to the Eailway, 
Irrigation and Delhi capital account. The remain- 
ing sum of Bs. 4) crores was appropriated for 
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meeting, in part, the loss arising fiom the reval- 
uation on a 28. basis of that portion of the Paper 
Currency Beserve which was kept in the form of 
sterling secuiities oi gold. The rise of exchange 
reduced the value in inpees of all sterling holdings 
of the Government, and the loss from tha 
revaluation of steilmg secmities alone held in 
the Paper Currency Kcseive was estimated at 
Es. 21 orores. 


Budget for 1920-21. 

The Finance Membei estimated the total 
revenue, Imperial and Piovjncial, to be £ 1S4'2 
millions and expendituie £ 132 2 millions, leaving 
a surplus of jC 2 millions The estimate 
assumed the discontinuance of the Excess Profits 
Duty which was imposed as a temporary measuie 
in March 1919 No new taxes were imposed, but 
there was a tead}ustment of the super tax 

In the Budget for 1918-19 provision had been 
made for £17*7 millions for Railways Of this 
amount, owing to the failure of English supplies, 
£ 14‘5 millions was spent, which sum was reduced 
to £10,211,000 by gams of exchange For 1919-20 
the Finance Member raised the provision to £ 18 
millions for expenditure m England, and Bs. *4^ 
orores for expenditure in India. The major 
portion of the total sum was to be utilised for in- 
creasing traffic facilities to enable the railways to 
meet the increased demand on their lesources on 
account of the revival of trade. 
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General Chai ncterx%tict of the Year 1920-21, 

The je^ii 1920 21 was a period of trade 
depression The trade boom of 1919 had passed 
awaj Uehave seen that m 1919 20 India had 
a record balance of trade m her favour Owing 
to the changed conditions of 1920 21 the balance 
of trado had turned against India, and the 
excess of imports over exports amounted to no 
less than <9 croies The exchange fell steadily 
during the lear One effect of the fall m exchange 
■was t>’e increase in the sterling obligations of the 
Government Government accounts weie now 
kept on a 2« basis while the average rate during 
1920 21 was about Is 9rf The monsoon of 1920 
was poor 

The Budget for 1920 21 as finally passed 
anticipated a total revenue of Bs 182 crores 
against an expendituie of Ks 180 crores Tne 
expendituie honevet includ d an item of Bs 8* 
cioies representing an appropriation from revenue 
for mee* ng the deficiency in the Paper Cunency 
Reserve caused by the rovaluation on the 2s. 
basis of its steilirg poition It was subsequently 
decided to meet thisdeficencj not from revenue, 
dut b) appropiiatmg the income from the Curren 
cy investment with effect from 1921 22, so that 
Es 8* CIO as set apart for this purpose must be 
added to the anticipated surplus The Revised 
estimate however showed a deficit of Rs llj 
crores The deficyt was due to a decrease under 
most of the revenue heads, with the exception of 
Customs and Taxes on Income The net repeipts 
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from Bailwajs *7616 Eb 7J croies less than the 
amount anticipated, chiefly owing to the inciease 
in the working expenses The gieater pait of 
the deteiioration of Rs 22 mores was, howevei, 
the result of the increase m the military expen- 
diture Against a Budget provision of Rs 52 2 
croies the actual expendituie amounted to no 
less than E° 70 4 croies The occupation of 
Waziristan and othei fiontier operations weie 
lesponsible for the mcioase 

The jear 1920 21 was the thud deficit year , 
the deficit m 1919 20 was 2d croies, due to the 
Afghan wai and id 1918 19, b mores The 
financial situation was thus steadily growing 
from bad to ^orse The hinance Member em 
phasised the danger of financing deficits by 
mcieasing the floating debt of the Goveinment 
m the following passage of hjs Budget speech — 

‘ Iho deficits mcltiding that of the cuiient 
year have been, oi aie being met cither by 
increasing our floating debt t e , by issuing 
treasuij bills to the public or by increasing fiesh 
currency notes against the security of treasmy 
bills created ad hoe, % e against om »,wn I 0- 
U's I feel confident that the House will agree 
With me that it is impossible to allow this process 
to proceed fuithei The path which the necessi- 
ties of tnewai, and the chaotic conditions of tho 
World s trade and exchanges v/hich followed 
the termination of the war, have forced us to 
tread, is a broad and easy one, but, if followed 
continuously, can only lead to national bankrupt- 
cy Certain of the countries of the world have 
slipped so far down the hill of financial demorali- 
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safcion that it needed the International Conference 
at Brussels to emphasise this elementary fact. 
It IS true that India haa sinned less than most 
other countries; it is also true that our recent 
deficits have in the mam been due to war or 
wailike operations on our fiontiers But the 
fact leinams that we have been outspendmg our 
income, and unless wo take early steps to make 
both ends meet we shall assuredly find sooner or 
later, that, with our levenues mortgaged and our 
Cl edit impaired, not only will there be no money 
for the development, moral and material, which 
India so gieatly needs, but it will even bo difficult 
to cany on the administration at its piesent level 
of efficiency 

The Finance Member also refeiied to the 
effect of the Beforms upon Imperial finance If 
the new classification, which came into force on 
let Apiil 1921, had been m existence in 1920 21, 
then, according to tbo Budget estimates of reve* 
nue and expenditure, the Provinces, aftei paying 
to the Central Goveiomont the contributions 
fixed by Parliament, would have had in the 
aggregate Es 11 croies more revenue at their 
disposal, and therefore the Central Government 
11 crores less There was thus an imperative 
need for increasing the resources of the Central 
Government. 



Indian Finance since 1st April) 1921. 

The fiist o! April, 1921, is an important date 
in the histoiy of Indian dnance, as it marks 
the separation o£ Imperial fiom Piovmcial finance. 
In the Budgets that 'we have discussed in the 
piecedmg chapter, provincial figures were in- 
•eluded in the Indian Budget. There was a close 
connection between Imperial and Provincial finance 
before the recent grant of financial autonomy to 
the Provinces Certain heads of revenue were 
divided equally between the Impoiial and Fro 
yincial Governments, the remaining sources of 
revenue weie entirely Imperial or entirely Pio- 
-vincial. In most of the Provinces the divided 
heads were land revenue, excise, stamps, income 
tax and the income from the large ungation 
works. The entiiely Provincial beads were : 
forests, registration, the receipts under the spend- 
ing departments managed by Local Governments 
such as ordinary pnblic works, police, education, 
medical, courts and jails. The following sources 
of revenue were wholly Imperial opium, salt, 
customs, mint, railways, posts and telegraphs, 
military receipts and tribute from Native States. 
Lika heads of revenue, some of the heads of 
expenditure were commonly shared by Imperial 
and Local Governments, while tbe others were 
entirely Local or Imperial. The responsibility 
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foi all outlay connected with defence, railways, In- 
tel est on debt, posts and telegraphs and the Home 
Charges rested with the Impeiial Government • 
tbeProiinces were responsible for espendituie 
lelatmg to land revenue and general admimstra- 
tjon, education, the medical depaitraent, police, 
jailg and foiests. The common heads of expendi- 
ture rrere iiiigatioa and oidmaiy pubho woiks. 

The Impeiial Government, fuither, acted as a 
banker to the Provincial Goreinments, as it kept 
then balances Those balances consist of laige 
giants made by the Imperial Government to the 
Provinces m the past foi expenditure on edu- 
cation, irrigation, sanitation, agricultural and 
vetoiinaiy development and other similar objects,^ 
Piovincisl Governments could not spend the 
money at once and the result was the accumula- 
tion of balances which m IPiO-.I amounted to 
Its 7,66 lakhs. 

The abolition of divided heads involved the 
disappearance of Provincial figures from the Indian 
Budget. Land revenue, nrigation, stamps and 
excise have now become wholly Provincial, and 
the income tax wholly Imperial. 

The mam reason for this important change 
in oui financial system was that the political 
autonomy of the Provinces under the Keforms 
scheme would have been incomplete without 
financial autonomy The authors of the Indian 
constitutional reforms thought that the Provinces 
should not be dependent on the Central Govern- 
ment for carrying out any schemes of Provincial 
development. They attached very little import- 
ance to the argument that the authority of tho' > 
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Govemment of India woiild be lowered if the 
Provinces were freed from the financial control 
which it exercised over them. On the other hand, 
they thought it was impos'sible that the old sys- 
tem should work successfully under the new 
conditions, as a large popular element had been 
introduced into the gorerament of the Provinces 
while the Central Government was still an 
“ Official Government.” 

As a result of the proposed financial changes 
a large deficit m the Indian budget was anticipat- 
ed. This was to be mot by annual contributions 
of fixed amounts from I ho Provinces to the 
Cential Government The lules fiamed under the 
Government of India Act (Sec. 45. A ), in aeooid- 
ance with the recommeDdatioos of the hfeston 
Committee, provided for a total Provincial contri- 
bution of 9 ,b 3 lakhs in the financial year 1921-22 
as follows — 


Contribution 


Kame of Province. 

in Lakhs 
of Bupees. 

Madras 

34« 

Bombay 

5b 

Bengal 

63 

United Provinces 

240 

Punjab 

175 

Burma 

64 

Central Provinces and Berar 

22 

Assam 

15 

Behar and Orissa 

Nil 

Total 

983 

These initial contributions were levied on the 

basis of the net additional revenues 

with which 



ProTince 


Midras 

Bombav 

Bengal 

United Provinces 

Punjab 

Bnrma 

Behar and OriSsa 
Central Provinces 
A'sam 


Total 
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From the year 1922-23 onwards the total 
Provincial contribution will be 983 lakhs “ or 
such smaller sum as may be determined by the 
Governor General m Council.” The percentage 
of this total amount to be paid m each year by 
each Local Government has been fixed according 
to the following scale : — 


Name of Province. 






«3 ^ 



Cl 



<M 








p.. S 

















- 





Madias 

82i] 29* 20* 

2S 

20 

17 

Bombay 

7 

8 

9i 

JOt 

12 

13 

Bengal 

81 

10^ 

12i 

15 

17 

19 

United Provinces 

231 

22, 

21 

20 

19 

18 

Punjab 

Ibi 

15 

131 

12 

lOi 

g 

Burma 

Cil 6 

0* 



6i- 

Eehar and Orissa 

li 

3 

5 

7 

8i 

10 

Central Provinces 
and Berar 

2i! 3 


4 

41 

5 

Assam 



2 

2 

2 

2^ 


In cases of emergency a Local Government 
may be required by the Governor General in 
Council, with the sanction of the Secretary ol 
State, to pay to the Central Government a con- 
tribution for any financial year in excess of its 
fixed quota for that year. The contributions are 
a first charge on Provincial revenues- 
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In doteinnmng the scale of standard con* 
tnbutions, to be levied from 1927-28 onwards, 
the MesfcoD Committee took into consideration 
the indirect contributions of the provinces to 
the Government of India, and in particular, the 
incidence of costoms duties and of income-ta 2 , 
the industrial and agricultuial wealth of the 
provinces with due regard to their liability to 
famine, and the capacity of each province foi 
expansion and development agriculturally and 
industrially. The Committee recommended that 
the provinces should be called upon to cootnbute 
the standard ratio after an interval of time 
sufficient to enable them to adjust their budgets 
to the new conditions, and that the process of 
transition from the initial to the standard ratio 
should be continuous, beginning m the second 
year of contribution and proceeding m six annual 
steps, as shown by the table above. 

The provincial contributions are not intended 
to be permanent. It is expected that the Central 
Government would be gradually able to reduce 
the deficit due to the new financial arrangements, 
and when this deficit no longer exists, the 
contributions will also cease. However, the state 
of finances of the Central Government does not 
encourage the hope that it will be able to do 
witnout the contributions in 6be near future. 

The effect of the new arrangements on the 
finance of the Central Government may be 
shown by an example. In 1920-21, the total 
Indian revenue amounted to Es. 23,2lG lakhs 
and the total expenditure to Es. 23,127 lakhs 
(including Frovmoial figures). The principal 
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heads of revenue, land ro\enue, opium, salt, 
stamps, e-^cise, customs, moome ta^ and 'other 
heads’ contiibuted 135,2b lakhs to tho total 
revenue. It tho new financial arrangements 
and classihcation had been introduced on 1st 
April, 1920, tho total ie\cuue of the Central 
Government (including coiitiibutions to tho 
Central Government by Piovmeial Governments) 
would have been reduced to 11b, 7b lakhs, and 
expenditure to 149,09 lakhs. The share of the 
principal heads of re\cnue, customs, taxes on 
income, sale o! opium and ‘other heads’ under the 
new classification, in the total re\enue would 
have been b),3u lakhs. We may bear these 
figures in mind, foi they enable us to understaufl 
tne diminished levenuos and expenditure of the 
Central Government id 192l>22 and 1921'-23 as 
compared uith the corresponding figures for 
1920-21 under the old classihoation. 

The Budget for 1921-22. 

Bor 1921 22 the Finance Member estimated 
the revenue at Be. HOi ciores, including thepio 
vidcial contiibutioii of 983 lakhs, and expenditure 
at 129 eioies. There was thus a deficit of 18|- 
crores, and additional revenue was required to 
meet it. 

The new taxes took the from of an increase 
in the general tariff rate, inciease m the sur- 
charge on railway goods tiaffic, higher postal 
rates and increase m the Income Tax and the 
Super tax. The general ad valorem duty on 
imports was raised form to 11 per cant., 
except in the case of matches and certain articles 
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pE luxury, which were taxed at a higher rate 
' There Was no increase m the cotton excise, « hich 
remained at 3* per cent The higher dutj on 
matches worked out to one pie pei box The 
higher duty on the imports of aiticles of 
luxury, such as motor cais motor cjcles, 
silk piece goods 6re works etc was increased 
from 71 to 20 per cent The dut} on sugar 
^as raised fiom 10 to 15 per cent and that 
on manufactuied tobacco, from Ee 1 b pei Ib 
to Its 2 4 and on imported cigars and 
cigarette” from 60 pei cent to 75 per cent 
Tho duties on imported wines and liquor® were 
also substantiaU} increased As regaids the 
increase m postal rates toe most important of 
the rinanco Kember s piopo»als that is, laisisg 
to half anna the i anna po t card and the doubl 
mg of the minimurn chaigo (oi lettei® were not 
accepted, hut, as a compiomtso the rate of nine 
p es for letters exceedii g half a tola m weight 
v/as adopted The changes in the Income Tax 
di 3 not affect the lower grades of the tax hat the 
upper grades were increased so as to work up to 
d; maximum of lo pies instead of 12 pies in the 
rupee. 

Tho Budget estimated as finally passed 
piovidcd for a levenue (including new taxation) of 
128*- crorcs against an expenditute of 127’ cioie®, 
Ig Ting a small surplus of 71 lakh® 

Capital expenditure n 21 amounted to 

27 4 ctores (inclusive of exchaz ge) of which 
ra Iways claimed ^5 -1 cioics Foi 1921 22 the 
Finance Member made a provision for a Eailway 



ITtDlAt. BUDGETS 


355 


capital programme of Ks 16 croies His borrow- 
ing programme consisted of a rupee loan of 15 
crores m India and a sterling loan of £ 5,000,000 
in England He made no specific provision for 
the reduction of the floating debt or the deflation 
of the cutrency, but in case the rupee loan 
brought in moie than 15 crores, he proposed 
to devote the excess to that pmpose. 

Bettsed Bshmate for 1931 22 

As wo have seen, the Budget for 1921-22 
anticipated a surplus of Bs 71 lakhs, but on 
Ist Maich, 1922, the Finance Member announced 
a doficvt of no loss than Its 34 oroies. The 
revenue was 108 crores, oi 20^ crotos less than 
the figure taken m the Budget and the expendi- 
ture I 4 I 4 OTOies, or Hf- croies more than the 
amount budgeted loi 

The decline m revenue was due to unfa\oui- 
able economic conditions It has been pointed 
out above that a trade dopiession followed the 
boom of 1919 The effects of the depression 
continued to be felt during 1921-22, in spite 
of the unusually favouiable monsoon of 1921. 
In part the economic depression was the result 
of w Olid wide causes Owing to the disturbed 
state of Europe, demand foi our exports was 
small, and the heavy fall m the value of the niaik 
toward the end of the year 1921 checked our 
revivmg trade with Germany For th® ten 
months ending January 1922, the balance of trade 
against India was Bs. 33 crores. Again, high food 
prices, labour troubles at collieries, inability of 
importers to take delivery of goods on account of 
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the fall in exchange, •were among the factors 
which reduced the volume of trade The result 
was a falling oft in the receipts under important 
heads of revenue, as shown by the following 
figures ' — 


Customs 
Income Ta\ 

Salt 

Opium 

Railways 

Posts and Telegraphs 


Decrease as compared 
with Budget estimate, 
ciores 
90 lakhs 
60 
20 

Id croies. 

11 


The heavy decline under Railways was partly 
due to the decrease mgtoss receipts, but chtedj 
to the increase in the working expenses Owing 
to the shortage in production, high prices had to 
be paid for Indian coal, and heavy purchases 
had to be made in foreign countries 


The position as regards expenditure is shown 

below — 

Increase as compared 
with Budget estimate. 

Interest charges 

3 crores. 

Military expenditure 

2i 

Loss by exchange 

5! .. 

Increase in civil expendi* 

ture 

31 


Total I4f crores 

The increase in interest charges was due to 
the increased sterling borrowing and the larger 
proceeds of the rupee loan issued in 1921. The 
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increase under Militaiy cbaiges Tras duo to the 
operations in Wazinstan which cost bl crores 
against an anticipated expenditure of 8 crorcs 
The loss by exchange was caused b> the fall in 
exchange to Is 4d » While the rate assumed in 
the Bu%et uas Js 8d 

The Finance Member m concluding the 
renew of the year 3923 22 said — 

Altogethei then our expenditure is some- 
what over 14 \ crores rooio than wo expected; and 
the total deficit will amount to no less than 34 
crores If you carry your minds back to the 
histoiv of the last three years the House will 
realise that this is now the fomth deficit in 
BUccessjou In 1918 19 it amounted to 6 crores, 
in 1919 20, mainly due to the yghan uar, the 
deficit uas *^4 crorcs oui final accounts of 
1920 21 swollen by many adjustments of arrear 
expendituie on the Afg'’an rvar and the Great 
ar showed a deficit of Socroies Adding the 
34 crores to which I have just loferred tho total 
excess of expenditure over revenue in the four 
years comes to 90 croies ’ 

B Dr-Ef TOR 1922 23 

In framing the estimates of revenue and 
expenditure foi 1922 2S the Imance Member 
assumed that the year will bo a period of levivmg 
trade There are already some signs of tho 
revival Though the stocks of Indian goods m 
foreign countries are still large the demand for 
our exports is increasing, which is shown by the 
fact that the total exports from India m Decern 
her 1921, were greater than those of any month 



IKDUN SLOeSTa 


338 

since Septemboi 1920* The Finance Member 
expected an increase m the imports of piece goods 
m 1922 23 and in the exports of jute, and he esti- 
mated the Customs to be 36 42 crores, or nearly o 
crores m excess of the Customs revenue in 1921 22. 
Under Income Ta\ % loss of 1 cioie as compared 
with the receipts m 1921 22 uas anticipated Salt 
was taken at 7 croies, pra'*tica!ly the same as 
the r ceipts undei this head in 1921 22 Under 
liailuajs net receipts of 241 crores tv ere expected, 
but inteiest and other indirect chaiges weie 
estimated at 2o oroxes, so that the railways would 
be working au a loss of moie than a croro A 23 
per cent increase lU passenger fares which the 
t inance Member proposed and tv hich tv as accepted 
by the Legislative Assembly will boTv over, cover 
the loss and leave some maigin foi leplacemonts 
and ronawsls Undei Posts and telegraphs a loas 
of about bO lakhs nas expected On the whole, the 
total revenue for 1922 23 (including ti e mciease 
in passengox rates and Provincial contributions 
of lls 920 lakhs) was estimated to be llbi crotes, 
and without the proposed increase in passenger 
fares, 110|^ cioxes The estimated expenditure, 
however \vas 142^ crores, of which b2 lb croies, 
or about 43 pei cent represented military ex 
penditure The doBcit therefore, amounted to 
311 crores, if passengei faxes weie not increased, 
and if they were increased to 25i Crores 

How to Meet the Deficit 
The deficit was a big one, and the problem 
of meeting it was very serious There were three 
possible Bolatioas (1) budgeting for a deficit, or 



leading the deficit uncovered (2) reducing es- 
penclifcure and (3) increasing the levenue 

As regards the fiist it may be said that the 
financial histoiy of India furmsl es no instance 
Governroecfe budgeting for a deficit excepting, 
of course the hist \\ ii Budget of Sir William 
Meyer Bu as w e n i\ o '«eon Sa William Mej ex 
thougnt that the wai wao to eid heioie 

the close of the hnancial vc«ti IJlo lb, and that 
the deficiency m revonu" 'n as not of an abiding 
cnanctei and Tvhcn it became evident that such was 
not the case he did not hesitate to mcieaso taxa 
tion The present omergeni-j is not similsi to that 
which confronted the Finance Member m 1915 10 
* I do not think said Su William Hailey m 
introducing t re Firaocial Statement foi 1922 28, 
' that it 19 possible to take the position that these 
deficits are du» to tiaosient causes, that we can 
look for better times ahead and that we should 
consequently be justified m leading things as they 
are in the hope that before long our revenues will 
once moie have equalled om expenditure I 
muot say frankly that I sec very little prospect 
of su'^h equ hbiium being attained wichm a 
measurable period 

He also pointed out that a succession of 
deficits was dangeiouo as it increased the floating 
debt of the Government The total deficit of 90 
croies during the four years ending 1921 «22 has 
been largely met by the issue of fiduciary currency 
notes (37 crores) backed by the I O Us of the 
Gove'-nment, and of Treasury bills, mostly ot 
3, 6, or 9 months (47 crores) The present 
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stagnation !n trade has enabled Go^elunleut to 
increase then short term liabilities but the 
revival of trade would have the most seiious 
consequences, as tl e demand for lepaymonts of 
treasury bills might easily exceed fiesh sales 

As regards reducing expenditure, the iinance 
Member assured the House that all new expen 
diture in connection witi the Civil Departments, 
which could not be proved to be of impeiativo 
nec'^ssity, had been cut down Government had 
also agreed to the appointment of a Committee 
o£ Eefcrenchmet but any letcenchment which it 
might suggest would only have a minor effect 
in lestoiuig the balance between income and 
expenditure dining 1022 2^^ Vs foi militaiy 
expenditure, the Comm'^nder in Chief insisted 
that, m view of tne existing political situation, 
no further reduction n the stren^^th of the army 
was possible, and the Mihtaiv estimates could not 
be cut down ‘ I submit thercfoio , said the 
Finance Member that the c i« no escape fiom 
the conclusion that it is mpeiative to take every 
posoiblo step to increase oui revenues 

The PrQpo$ed Inctcase tii Taxation 
Increased revenue can be obtained from 
commeicial souicos and by taxacion The Fmarroo 
Member pioposed to mciease lailway passenger 
fares by 2o per cent and to double the post card 
rata and the minimum charge for inland letters, 
which would mean the abobtion of the pice post 
card and ti,e ■*- anna and 9 pies rates for letters. 
The proposals for additionol taxation were — 

1. Increase m the general taiifi fiom 11 
per cent, to 15 per cent , and of the excise on 
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cotton goods fiom 3J to 7’ per cent, 

2 The duty on machmeiy, non and steel 
and lailway material to be raised from 2' to lOJ 
per cent, 

3. The duty on sugar to be incieased from 
16 to 25 per cant. 

4. Tho specific datj of 12 annas per gross 
boxes of matches to be raised to Ko. 1 8 

5. An excise duty of 1 anna per gallon on 
kerosine produced in Jndii and a coiresponding 
inoiease in the duty on imported petroleum 

6 A duty on imported >aiu of 5 pei cent 

7, THedutj on the imports of articles of 
luxuiy to bo raised fiom 20 to 30 pei cent 

8. Increase m tboduty on imported alcoholic 
liquors. 

9 Tho tax on incomes betueen I<.s 20,000 
and 40,000 to be raised from I i pies to 15 pies, 
and on incomes aoove Ks 40 000 fiom 16 pies to 
18 pica The i igher rates of Super tax to bo re* 
graded so as to woik up to the highest rate of G 
annas as against tbo existing highest lato of 4 
annas. 

10 The Salt duty to be raised from Ee. 1-4 
to Es. 2-8 per maund, the increase representing 
3as. per head per annum. 

Tho Finance Member estimated that the 
total extia revenue obtaintble from those measures 
■would be Es. 29 ciores in 1922-23. There ivas 
thus a deficit of Es. 2i cioies which he proposed 
to leave uncovered. 

The Budget gave rise to much discussion in 
tho Legislative Assembly and in the press. Go» 
vernment’s military expenditure formed the centre 
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of attack. A reduction of the pay of the officers 
of the Airay Dep.arfcment was moved by way of 
a vote of ceusuro m the liOgislative Assembly and 
was earned b} a majoiity of oO ^otes against 28. 
The inajoiity included almost all nou-oQicials, 
Indian as well is i^uiopeau. The deminds under 
•\aiious admiQistiative depaitmcuts wcic leduced 
by 5 poi cent, \sicgiids uew taxation, of tj.e 
total of 29 CLores askod by the Finance Member, 
the Assembly refused 91 cioies. The increase in 
taxation undei thofollou Jtg beads wasiejected; — 
Lakhs of lupees 


Salt duty 130 

Cotton e\ci&o lOO 

Iinpoit duty on cotton goods 140 

Impoit duty on machmeiy lljo 


955 

The Assemblv , how e\ ei , accepted bn Montagu 
Webb’s proposal to tiau&fei 339 Ukhs of mtexeat 
on the paper cuiiency secutitics to the revenue 
account. As result of these changes the total un- 
oovoied de&flit m 1922-23 amounts to over 9 croies. 

The Assembly has been much blamed for 
refusing 9^ ciores of additional taxation needed 
to balance the budget. The ciitics point out that 
India 18 piobably the most Ughtly taxed countiy 
in the world, taxation m India m 1020 being 7s. 7d. 
per head as compaiod with £ 22 m United King- 
dom ; and that m India taxation is only oO pei 
cent, above the pre-war standard as compared 
•With 400 pet cent, in United Krngdoin. In defence 
of the military expendituro it is urged that, though 
it IS a little inoio than half the Indian revenue, 
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it IS only 26 pei cent of the levonue if the income 
fiom excise, urigation, stamps forests and the 
land revenue all assigned to the provinces, is 
included It is also pointed out that military 
expenditure (£ 40 000,000) comes to 2k bd per 
bead ascomparedrvithi 150 J00,0J0oi i 3 Iok p-^r 
head m Great Britain Ihe point however, 
wh ch IS Ignored by the cut "“s of Indian tinance 
IS t at India is a poor country and that 
perhaps the 50 per cent increase in taxation as 
comp'’rcd with the pie war standard boars more 
heavily on the average Iiid in taxpajer than 
tho 400 per cent mciea«o on the Butisr tax- 
payer Turther almost eveiv one m India is 
agreed that there IS a great and urgent need fox 
economy in civil as well as military 6\ponlitme 
The refusal of 9^ ciores of now taxoa by the 
Jjegislativo Assembly serves to call attention to 
this very important fact The anxiety of Govern 
ment to leduce expenditure is sbown by the 
appointment ot the Retroo'-hment Com nittee 
under the chairmanship of Lord Inchcapo 

The need however for increasing revenue is 
as great as that for reducing expenditure 'We 
cannot go on year after year with uncovered 
deficits and large floating debts In view of the 
general depreciation of money and the increase 
m expenditure which it necessarily involves, a 
return to pre war standards of expenditure or 
taxation IS unthinkable The jield of old taxes 
must be increased and fresh sources of revenue 
must be found so far as that is possible without 
laying heavier burdens upon the poorer classes 
of the community than they can be equitably 
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called upon to bear, if equilibrium 19 to restored 
between national income and expenditure 

The case for protection of Indian industries has 
been argued in a subsequent chapter It may be 
here stated that a tariff is a source of levenuo which 
cannot bo despised and ti at for a countr% like 
India it 19 a more suitable form of taxation than 
direct taxation The Customs revenue is already 
the most mportant souice of Indisu revenue, 
and it can do further incieascd A tariff would 
not only yield more re\enue but in view of the 
protection st sonfiments of the people it would 
cause less populai discontent than Ruy consider 
able onhancemeot of the Income Tax Ae for 
the fiee ttadei 9 contention that a tariff which 
protecta cannot yield revenue and one which 
Jidda tesonue cannot protect, it is sufficient to 
say t^at piotective duties need not be prohibitive 
There are manv instances in histoiy of tariffs 
which havo pro.evt^^l and also yielded revenue 
For example under the Goiman tariff of 1878, 
the receipts from Customs incrciasei from 103 
million marks in 1878 to 3o7 millions marks m 
1890 and at the same time this tariff enabled 
German manufacturers to secure for themselves 
their home market * 

\n important class of the community which 
19 able to contribute more towards the expenses 
of Government is that of big landlords In 
proposing new taxes in March 1922 the binance 
Member said “ The burden which the com- 
munity IS now invited to shoulder is 3 heavy on© , 

* SchmMIprs GroodriM Cer all^mtincn FuUgwirtichift 
lehre l 0 0 Vol iod p 729 



INDIAN BbDGBTS 


305 


-we have done out best to distribute it as equitably 
as possible and to see that all classes of the com- 
munity shall contribute, each according to its 
capacity.” But in spite of the fact that impoitant 
additions have been mode during the last seven 
years to the duties on the impoiis of articles of 
luxury and to the Income Tax, it cannot be said 
that at the present time all classes of the com- 
munity contiibute towards the expenses of 
Government, each accoidmg to its capacity. 
Take big landloids foi example It is true that 
landlords pay the land revonue, and that with 
the increase in their income, Goveinment’s share 
of the net profits of cultivation has increased. 
But the ooutribution made by the landloids to 
the State has not increased in the same proper 
tion as their capacity An illustration -nill make 
this clear If my annual income is Ks. 5,000 and 
IS derned from a non agncultuial source, it is 
assessed for the purposes of the Income Tax 
at the rate of six pies m the rupee, or I pay 156 
rupees. When my income increases to Es. 25,000 
I am required to pay, not five times 156 rupees, 
-=780 rupees, but exactly double, 1,560 rupees. 
Now if the rise in the prices of agiicultural 
produce and the price of land during the last 
30 years is any measure of the growth in the 
income of large landholders, it may be assumed 
that their incomes have incieased three to four 
times. But the land revenue which they pay to 
the State is the same 50 percent, of the net assets 
(much less than one-fifth of the gross produce of 
the land) as long ago, while m those parts of the 
country which are under peimanent settlement, 
as IS well known, the amount of their contribu- 
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tion Was fi-^ed about 150 yoais ago It not 
be domed by any one that large landholders, 
whether under peimanent oi tempoiaiy settle 
ment, aie not crushed under the ^ eight of the 
land revenue and that they are perfectly able 
to bear increased tax burdens Wl ile the poor 
consumer has hal to pay constantly rising prices 
for his food largo landholders hive made money, 
and during the last six or seven yeais particularly 
they bave grown enormously rich It is in 
iquitous that while the poor consumer is asked 
to pay moie for hi3 salt matc*“es lailuay fare 
and post card the iioh landlord should also i ot 
bo required to pay more accoiding to liis mcieased 
capacity It ib of coutse not suggested that 
his land revenue shout 1 be mcieased that noutd 
not help the Central Government But I suggest 
that tne Cential G-'veinraent should loi y a special 
ta\ on agiicultural locomos lu all parts of India, 
whether ui del tempoiaiy oi peiinaucut settle 
ment above say, Ks 000 (allowance being made 
m each case for laud icicAue paid) according to 
a giaduated scale woiL ng up to a maviinum of, 
sa\ One anna in the rupee To give effeet to 
the proposal it would bo necessary to amend the 
Income Tax 4ct of Iboi 

I am unable tc say what the yield of this 
tax will bo as statistical data legarding the 
number of landlords who enjoy incomes of more 
than Rs 2 000 annualh over and above the land 
revenue pad bv them are uot available to me 
But it may be said tl at the yield of such a tax, 
particularly in the tracts under permanent settle 
ment will be large it ib sometimes argued that 
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though Bengal pays less laud re% enue, it pays a 
large Income tax, fiom \vhich it is infeired that 
Bengali landlords have invested then income in 
industries But in 1918 19 Bombaj s contribu- 
tion to the Income Tax iras 389 lakns as compared 
V7ith Bengal s 850 lakhs, ^hile Bombay paid 
428 lakhs as land revenue against Bengal’s 305 
lakhs It may be estimated that tne proposed 
tax imU jield several cioies of lupees and pioba 
blj make it unnecessary to inciease the salt duty 
or to tax cloth made in the countij 

Largo agiicultural incomes aio a subject 
peculiarlj suitable for taxation for two leasoiis 
(1) they aie an uuearned inclement and (2) they 
aie made at th© expense of otbe« sections of the 
commumtr 

The increase in the income of large land- 
holdeis IS chiefly due to the use of puces If 
the rise in tie puces of agiiculLuial pioduce, 
caused the inciease of vntcTnal demand or 
exports to foieign countiies douiles my income 
from land I cannot m any sense be said to have 
earned t e meiease Tne big landlord does no 
work In mo»t cases heliiesm big towns and 
squanders awaj the wealth u hi h haid wrokmg 
and long suSeiing labomers produce for him on 
hiB pleasure® The wage eainci earns hig wa<Tes 
bj the sweat of his brow The income of the 
landlord is solely due to the fact that ho has 
monopolised some pait of the moat impoitant 
agent of production, land 

SecondU, the gam^ of the big landlord aie 
made at the expense of the agricultuial labourer 
and the consuiaei It is iveU known that 
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'igiicultural uages havo not risen over a largo 
part of the country m the same piopoition as the 
use in general puces The agricultural labomer 
IS regulaily exploited by the big landlord, if 
exploitation has any meaning Again the rise 
lu the prices of food stuffs has inflicted great 
hardships ou the consumer, but the iiighei the 
piicea the gieatei is the gain of laiga landtioldeis 
Small farmers gam very little by the use of 
prices, but the proposed tax will not affect them. 
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Borrow%ng Powers of Local Qovernmenis 

Local GovernmentB have bfen, empowered ito 
raise loans, with the previous sanction, of the 
Governor Ganeial in Council on the socurity of. 
their revenues for any of the following pur 
poses — 

(d) to meek capital expenditure on the 
construction or acquisition of any \VoiL. 
in connection with' — • 

(1) the improvement of nfngation or commu 
nications or the supply of oUctiift power for in 
dustrial purposes oi 

(2) any bu Iding or housing scheme 

(3) any scheme for the diamage oi rccl^ma 
tion of Und or 

(4) any scheme for the development of forests 
and forest industries or 

(6) any other project of like nature, 

(6) for the giving of relief and the establish 
moot and mamtenanco of relief works 
in times of famine or scarcity, 

(c) for the financing of the Provincial Loan 

Account and , 

(d) for toe repayment or consolidation of 
loans laisedm accordance with these 
rules Oi the repayment ofr advances 
made by the Governor General in 
Council 
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Taxing of Local Governvtenfs, 

A Provincial Legislativo Council can, unfler 
tho Government ol India Act, ^thout tbe previous 
eanclion of tho GoVernot General, impose the 
taxes included in Schedules I and II below: — 
ScfTl-DCrtB I 

1. A taxon land put to uses otber than 
agricultural. 

2. A tax on succession or on acgiusition bj 
aurvivorahip in a joint familj. 

3. A tax on any form of betting or gambling 
peimitted hy law. 

4. A tax on advertisements. 

5 A tax OQ any specified luxury. 

(3. A tax on amusements. 

7. A registratroa fee 

6. A stamp duty other than the duties of 
which the amount is fixed by Indian legislation. 
eiiirmiiK II 

In this Schedule the word "tax'* includes a 
cesc, late, duly or fee 

1. A tol). 

2 A tax on laud or land values 
' 3. A tax on buildings. 

4. A tax on vebicfies or boats. 

5, A tax on animals. 

b. A tax on. memaU or domestic servants. 

7 An octioi 
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8. A teimmal tax on goods impoited joto a 
local area in ■which an octroi was levied on or 
before the 6th July 1917. 

8. A tax on trades, professions and callings* 

9. A tax on private markets. 

10 . A tax imposed m return for services 
rendered, such as — 

(a) a water rate, 

<6) a lighting rate, 

(c) a scavenging, sanitary or sewage'rator- 

(d) a drainage tax. 

(e) fees for the use of markets and other 

public conveniences. 
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General Account of the Revenue and Expendi 
of India 171 India 
Revk 


Principal Heads of 

R venne 

1913 14 
£\ 000 

1914 15 
^ 1 000 

1915 16 
^1 OCO 

Land Revenue 

21 391 

M 2’1 

2’ 03' 

Opium 

J 6’4 

1 5/’ 

1 913 


3 445 

3 9 0. 

3 647 

Stamps 

5 318 

5 0S2 

' 5 433 


S 894 

8 8:i6 

8 632 


7 558 

6 3 7 

5 873 

Income Tax 

1 950 

C36 

’ (.90 

0th r beads 

o 545 

3 114 

3 244 

Tota’ Principal Heads 

53 in 

' 5 141 

5> 366 


- 1 35’ 

1 0’3 

1 096 

t-osta and Tel^sraphs 

A 598 

3 596 

3 787 

Mint 

339 

69 

ICl 

Rectipts by Civil Depts 

1 408 

1 505 

1 579 

Miscellaneous 

772 

677 

679 

Railways Net Receipts 

17 625 

13 799 

17 977 

Irrigat on 

4 713 

4 f80 

4 779 

Other Public Works 

298 

288 

304 

Military Receipts 

1 369 

1 374 

1 241 

Total Revenue 

85 207 

81 157 

84 413 

Deficit 

1 _ 

1,785 

1 188 

Total 


82 942 

84 402 
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1914 J5 11915 16 

000 I 000 


Interest 

1,515 

Posts and Telegraphs 

3 272 

Mint 

j32 

Salaries and Expanses 


of Civil Depts 

17 934 

Miscellanecns Civil Cbar 


ges 

5 403 

Pnniae i^eheiard Insnr 


ance 

1 OCO 

Railtvajs Interest and 


Miscellaneous Charges 

12 836 

IritgaiicD 

3 531 

Ot^er Fublic Works 

7 010 

Military Serv ces 

21 265 

Exchange Adjnstm nt W 


Total 

83 177 

(a) Add — Provincial 


Surpluses 

32o 

(i) Zlerfwf/— Provincial 


De&cits 

608 

Total Expenditure char 


ged against Revenue 

82 S94 


(a) That 13 portion of »lMn>ent» to PrOTincial OoTernmenta 
(fij That 19 portion of Pnwiociaf Bapendifure defrijed 
(e) That >3 adjnitmeot od acotraot of the difference m 
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DITORE. 



Bot fpent'by them in the yew 
jrom Provincial Bal-tne«». 

«ichange due to the adoption of the 2$ basis for eonTereiOD 
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General Statement of Beven7ie and Expenditure 
charged to Eevenue of the Central Government, m 
India, and England 

tlRveHtr. 
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Expenditube. 



O £0 

a 9. 

flT 5Q 

C3 ^ 



a w e* 


^ O’ ? 



ii's 




■g i-i m 


i 




M 

Direct Demands on the 
Revenue 

Bailwaye Interest and 

i 

60,6 

5,69 

Miscellaneous Charges 

24,40 

25,98 

Irrigation 

1 

11 

Posts and Telegiaphs 

1,37 

1 

Debts Sei Tices 

13,77 

16,20 

Gml Administration 

ei.95 

1 10,01 
! 10, bB 

Currency, MmC and Dzchange 

9,92 

Civil Works 

1,52 

i 1,69 

Miscellaneous 

4,50 

4, Id' 
67,02 

Military Services 

Miscellaneous adjustments 

71,55 


between the Ceotral and 
Provincial Governments 

76 

63 

Total Expenditure charged 
to Revenue 

Surplus 

1,41,98 

1,42,30 

Total 

1,41,98 

1,42,30 


Indian B anklng since the War. 

The history of Indian banking during the 
Tvar IS a lecord of progioss and prospeiitj. This 
IS shown by increase m the capital and leserve, 
deposits and cash holdings of the banks. 

Exchange £anis.— The paid-up capital and 
lesoive of tho Eicchange banks on 3Ist Decembei 
1919, amounted to £. od millions as compared with 
about £38 millions on diet December 1913 , their 
deposits held m India increased during tho same 
peiiod from £ 31 millions to £ 74 millions, and 
cash balances in India from about £ 6 millions to 
about £ 30 millions. Tho Exchange banks may 
bo divided into two classes, (1) banks doing a 
considerable poition of their business, in India, 
and (2) banks which are merely agencies of large 
banking coipoiations doing business all over Asia. 
The following table shows tho capital, reserve, 
deposits and cash balances of the two classes of 
Exchange banks on 31st December 1919. 


[Table 
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304 © 


fq © ” PQ ^ I 

.11 L aJ 


Number o! Basks 5 

Paid-up Capital 

£1,000 5, 605 

Reserve and Rest 

£1,000 0,724 

Deposits out of India 

£1,000 81,090 

Deposits m India 

Lakhs of jRs 61,07 

Cash J3alances out 

of India £1,000 18,988 

Cash balances in 
India 

Lakhs of Bs 21,03 


26,26Gj 31,932 

14 , 415 ! 21,139 


351, Sill 433,001 
13,28| 74,35 


44,583 63,571 


The profits made by lout leading Exchange 
banks in 1919 and 1920 are shown by the follow- 
ing table — 

[Table. 
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Eastern Bank 
Mercantile Bank 
National Bank 
Oharteied Bank 


452,109 1 190,000 
447.S4& ' 20,000 * 


Eastern Bank 
Mercantile Bank 
National Bank 
Ghttitered Bank 


£ £ 

121,363 40,304 8 

260.208 75,000 16 

653,398 240,000 20 

676.771 I 235,000 2Qi 


PiYidend lato Dividend rate. 
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Indian Joint-Stock hanks. 

It was fortunate for the countrj that the 
crisis in Ittdian bankmg^ occurred before the war. 
That the crisis was very severe and widespread is 
shown by the fact that m 1913 and 1914 no less 
than 63 banka failed in different parts of the 
country- The number of bank fajlures in 1914 
was 43, of which 25 occurred between January 
and July 1914, ».e., before the outbreak of the 
war. Bank failures continued during the war, 
11 in 1915, IS in 1916, 16 m 1918, and 4 in 1919, 
but it may be eaid that the worst of the crisis 
was over before the outbreak of the war. The 
crisis eliminate the weaker jomt.stock banks and 
those which survived the crisis have profited by 
the lessons which it has taught. The joint-siook 
banks, are m a much stronger position now than 
they were ever before. The proportion of cash 
to liabilities on deposits in the case of the larger 
banks on 3l9t December 1919, was 21 per cent, 
as compared with 11 pet cent, in 1910 and 15 per 
cent, in 1912. Tbo following figures give a 
general idea of the position of the joint-stock 
banks m 1919 : 


[Table 
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BanTcs with Cajttial ^(nd Besei ve of Bs. 5 lahht 
and over 


o 

t , 4 

® C o 

3-^ 1 g* 

■g 9 ' -3 

2 i iS 

Best and lesorvo. 

Total. 

Ks 1,000 

Bs 1,000 |bs 1,000 

18 1 2,31,33 

1.32,94 

8,64,27 

18 ' 5 39 07 

2,24,27 

7 . 68,84 


Ycai 

Deposits 

Cash 

Balances. 


Ks 1,000 

1 Bs 1,000 

1913 

' 22,59,19 1 

4,00.17 

1919 

58,99,47 

12,16,03 
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Banhs v>iih Capital and Reserve’ between Be. 1 
lahh and Uss than Ss. 6 lakhs. 



Total. 
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It Will be Been that tbo capital and reserve 
of the larger backs more than doubled, the cash 
balances increased more than throe times, and the 
deposits, more than 2} times. 

The Prt'idency Banii$ ( now afnaloamalid into 
the Imperial Bant of India) 

Between 1913 and 1919 private dosposits 
of the tlree Presidency banks increased from 
ororcs to 08 croios and total deposits, including 
public deposits, from 42t to 76 crores Their 
qash balances m the same period increased fiom 
about 151 crorcB to a little above crores. 

The goDCial incieaso in the deposits of all 
banks scorns to be paitly due to tbo loans made 
by the banks to then customers for the purchase 
of Govoinmont securities. It is well known that 
the loans of one bank make the deposits of 
another The Indian banks, particularly the 
PreMoency and the Exchange banks, rendered 
valuable help to the Government in raiBing money 
for the various war loans. In addition, the in- 
crease in the investments of the banks shows that 
they wore themselves large purchasers of Govorn- 
ment secuiitics 
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ItivestminU, Goiernmtnt an<i othtr secvnties. 



1913 
: Lakhs 
of Bs. 

1919 
Lakhs 
of Bs. 

Bank of Bengal 

3,10 

8,64 

Bank of Bombay 

2,29 

3,1b 

Bank of Madras 

1,18 

1,76 

Total ... 1 

6,57 1 

13,56 


£1,000 

£1000 

Chattered Bank > 

4,243 

b,4d6 

Mercantile Bank 

478 

l.bSS 

National Bank 1 

1,030 

8,489 

Bastern Bank . | 

1 

22b 

1,823 


The mvestments of 12 Indian Joint-Stock 
banka increased from Bs. 3 crorea m 1913 to about 
5 crores in 1917. 

The preceding leview of the progress of Indian 
banks during the war shows that Indian banking is 
developing along sound lines. The steady growth of 
deposits shows that the confidenoe of the public 
in the banks has increased. In 1387 the total 
deposits of all Indian banks amounted to only 
17t croies, as compared with 211 crores in 1919. 
The number of banks and their branches has 
also ^in-creaaed. There were in 1919, 9b head 
offieeis of banks with S2^ branches. But consider- 
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mg the great size of the country and its huge 
population} it cannot be said that the provision 
of banking facilities is adequate. In 1919 the 
proportion of towns with a population of 10,000 
01 over in which banks and their branches were 
situated was only 25 percent, and in 21 per cent, 
of tho 76 towns possessing a population of over 
50,000 there wcieno banks at all. 

As compared with our Ob head offices and 322 
blanches in 1919, there were in England in 191b, 
35 banks with 5,993 branches The number of 
banks m England has been reduced by amalgama- 
tions Eut while the number of banks has 
decreased, banking facilities have increased. In 
168b there were woikmg m England 109 banks 
with 1,547 branches, 30 yeais latter the number 
of banks was reduced to one third, but the num- 
ber of blanches increased about four times. 

The English banks are giant institutions 
with which it would be too ridiculous to compare 
any Indian bank On SOth June 1921, desposits 
of the London Joint City and Midland Bank 
amounted to £ 371,000,000, the total deposits of 
all Indian banks (Presidency, Exchange and Joint- 
Stock) on 31st Decembei 1919, did not exceed 
Es. 211 croies or £211,000,000 (£1=K8 1C)~ 
that IS, the deposits of on© English bank were 
muc I greater than the deposits of all the Indian 
banks put togethex. How very rapidly desposits 
grew in the United Eingdom during the war is 
shown by the fact that while between 1923 and 
191b Indian desposits increased from £ 65,000,000 
to £75,000,000 or 17 per cent., in the United 
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Kingdom deposits in the same period inoieased 
from i 1,142,000,000 to £ 1,658,000,000 or 45 
per cent. 

The consolidation of banking by the fusion 
of banks into huge corporations may be described 
as the chief feature of English banking develop- 
ment dming the war- The amalgamations began 
long before the war, but the need for providing 
credit for reconstruction at the close of the wai gave 
agreat impetus to the movement It is recognised 
that the great banks that have come into existence 
as the result of amalgamation have rendered 
important services to English industry and com 
merce But on the other hand, the oontiol of 
British banking has virtually passed into the hands 
of the “Big Five” who dominate the London 
money market, and a state of things in which 
individual banks are more powerful than the 
Bank of England, the pinnacle of the whole 
system, is thought to be not without danger 
Some people have imagined that the foundation 
of these great banks which practically enjoy a 
monopoly of British banking will prepare the 
way for the direct government control of banking. 

The danger of over centralization is also 
real. Branch managers under the new system 
may sink into the position of mere intermediaries 
between customers and head offices. Such a ten 
deney thtre must be in every centralized system 
and if it grows and develops in banking, it may 
destroy that personal relation between the banker 
and his customers which is the foundation of 
good banking. 
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India h^s also been affected to some slight 
extent by the movement toward amalgamation 
The Alliance Bank of Simla established in 1874, 
has succossiTely absorbed the Punjab Banking 
Company the Indian branch of the London and 
Delhi Bank and from the end of 1917, the 
Bank of Bangoon The Bank has also taken 
ovci a poition of the business of the Bank of 
Upper India The most important banking 
amalgamation, however was that effected m 

January 1921 of the three Presidency Banka 

into the Imperial Bank of India 

Before the n ar the seasonal fluctuations in 
the Indian bank late weie lemaikable The 
aveiage rate of discount during the first half of the 
year was invariably much higher than that in the 
second half of the year the diffeience sometimes 
amounting to about 100 pel cent Geueially the 
rate reached its highest point m Febiuary and its 
louest point m August In the prewar vear 
1913 the maximum rate of discount at the Pre 
6 dency Bank of Bengal in Pebruaiy was 8 per 
cent and tho minimum in August 3 pei cent 
The seasonal changes in our bank rate which were 
vcij great and very legular afforded the most 
Cleai giound of differentiation betvveen the Indian 
maiket and those with which we are familiar in 
Euiope (Keynes) This ground of differentiation 
still exists, but it IS now less clear than it was 
before the Ttai as will be seen from the table 
given below — 
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Mates of Miscount at tlie Presidency Sanks of 
Bengal, Bombay and Madras. 



Ben 

gal 

Bombay 

Madras 


a 

S cb 
s p 

5 ® 

^ a 

g js 

^05 

S CO 
p P 

a-2 

S 9 

9 

p^ 

K ^ 

« d 

^ r5 

P CO 
p p 

a< 

g S 

1913 

8 

3 

8 

3 

8 

5 

1914 

7 

3 

6 

3 

7 

5 

1915 

b 

0 

0 

6 

6 

i 

1916 

8 

5 

8 

4 

8 

6 

1917 

8 

0 

G 

5 

8 

7 

1918 

6 

5 

6 

5 

7 

G 

1919 

7 

5 

7 

5 

8 

6 

1920 

1921 


7 5 

k of India 

8 



The "war somerwhat lengthened the busy 
eeason and shortened the slack season. A chief 
cause of the unusually high bank lata in the busy 
-season was the Independent Treasury System of 
the Govetnmenfc of India, which has now been 
done away with. The whole of the Government 
balances will now be kept with the Imperial Bank 
of India, and this must tend to lessen the differ- 
ence between the bank rates in busy and slack 
seasons. 
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The Imjoertal Bank of India. 

The question of a State Bank for India has 
formed the subject of a long contioversy. j The 
Government of India recorded their “deliberate 
opinion “ in 1901 that “it would be distinctly 
advisable, if practicable, to establish a Cental 
Bank in India, so as to relieve Government 
of its present heavy responsibilities and to 
secure the advantages arising fiom the control 
of the banking of the country by a solid and 
powerful central institution” The question 
was considered by the Chambeilain Commission 
of 1918, but the Commissioners, while regarding 
the subject “as one which deserves early and 
careful consideration”, did not find themselves 
m a position to report either for or against the 
establishment of a State or a Central Bank. Fro* 
fessor J.M Keynes, a member of the Commission, 
hoTv over, prepared a memorandum on the subject 
recommending the establishment of a State Bank, 
which was printed as annexe to the report of the 
Commission. The question was discussed m the 
Imperial Legislative Council on September 23rd 
1919, the occasion for the discussion being furnished 
by the folJowingBosoJution moved by Bai Bahadur 
B N Sarma — 

“ This Council recommends to the Governor- 
Generalin Council that a State Bank on the lines 
suggested by Professor Keynes m the annexure 
to the report of the Indian Currency Commission 
be established in India at a very early date.” ' 

The mover of the Bosolution, it will be noted, 
recommended the establishmont of a State Bank, 
not a private central bank. He thought that 
r-3 — -titerestB would not receive the same 
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encouragement under an amalgamated private 
bank aa under a system of State management and 
control. 

The Besolution was rejected by the Council. 
Government opposed it chiefly on the ground 
that the proposal was not practicable. In the 
course of his reply to Mr- Sarma, the Finance 
Member (Mr. H.F. Howard) said ; 

“ Mr. Keynes’ scheme of course presupposes 
that we should build on our existing Presidency 
Banka. There are, however, always two parties 
to such an arrangement I do not know how 
the Piesidenoy Banks would like to be taken over, 
lock, stock and barrel like that. We certainly 
could not force them into anything of the kind. 
We could refuse them a renewal of tbeir charter, 
but it would be quite open to them to cany on as 
ordinary banks, and if we in those circumstances 
wished to start a State Bank, we should have to 
start with nothing to build on at all. That seems 
to me to bo quite out of tho question, and the 
only real practical solution, looking at it as a 
commercial proposition, seems to me to use the 
machinery which have, which is in running 
order and which commands public con&dence. It 
does not follow, however, that by any initial step 
we take now we are definitely committed for all 
eternity to a private bank as compared with a 
State Bank. My only point is, it is quite clear that 
however we start, we must, if we wish to get a 
move on at all, start with some existing institu- 
tions, so that we can get on with the minimum 
of delay. When we have once proceeded so far ^s 
an amalgamation and have secured some closer 
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«o-operation with Government than i3 practiaH^ 
undei present conditions, the new institution, 
the Imperial Bank of India, can than be allowed 
to develop in the way in which development seems 
to be best leqmredj whether in the direction of 
oi a State Bank oi not I should nob like to 
commit either Government or the Banks or 
anybody olsenow ; but theie is nothing to piovont 
it from developing as necessary." 

Mr. Howard also imformcd the Council that 
tbe Presidency Banks, if amalgamated, would 
undertake to open within five years lOO branches 
m different districts of India, and that they would 
put before themselves the ideal of opening a 
branch in every district m India. The Bill to 
cqnstitute an Imperial Bank of India was intro- 
duced into the Imperial Legislative Council on 
1st March, 19’i0. The Finance Membei, m intro- 
ducing the Bill, explained that the scheme did 
not represent an ordinary banking amalgamation. 
It was proposed to increase the resources of 
the three banks by handing over the whole of 
Government balances to them. The amalgama- 
ted banks, in return, would be required to further 
the banking development of the country. Tbe 
opening of now branches would also afford the 
means of training Indians as bankers. The new 
Bank, said Mr. Hailey, would be a national 
institution. 

The Bill received the assent of the Governor- 
General on September 19, 1920 and the Imperial 
Bank of India commenced operations on January 
27, 1921* 
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The I^peiial Bank of India Act makes a 
little less rigid some of the restrictions that -a ere 
imposed upon the former Presidency Banks, but 
in view of its semi-official character, and in con- 
sideration of its acting as bankeis to Government, 
the Bank has undertaken to submit to a ceitam 
amount of official control. One section of the 
Act provides as follows — 

(1) It shall be lawful for the Bank under 
any agreement with the Secietaiy of State foi 
India m Council (a) to act as banker for, and to 
pay, receive, collect, and rem t money, bullion 
and securities on behalf of the GoTernment, (b) 
to undertake and transact any other business 
which the Go^ecnment mav from time to time 
entrust to the Bank 

i2) Every agreement shall provide: (a) 
That the Governoi-Geoeral lo Council shall have 
power to isoue mstiuctious to the Bank jn 
respect of any ffnancial policy which, m his opi 
nioD, virtually affects his financial policy or the 
safety of Government balances, and that in the 
event of the Bank disregarding euch instructions, 
the Governor-General in Council may declare 
such agreement to be terminated, and (&) that 
within five years from the commencement of this 
Act the Bank shall establish and maintain not 
less than 100 new branches, of which at least 
oue-foutjb shall be established at such places as 
the Governor-General in Council may direct. 

A brancti of the Bank has been opened in 
Ijondon. Its London Office will enable the Bank 
to take a more direct interest iq the large ttan- 
f actions that have to be arranged between India 
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and the United lOngdom, and it will give the 
Bank greater facilities in dealing with any 
goveinroental business theie with which it may 
be entrusted and m undertaking any further 
operations within the piovisions of the Act. 

The new Bank will not compete with 
the Exchange Banks in the ordinary exchange 
business. The Presidency Banks held, in many 
cases, the balances of the Exchange Banks, and 
they could not expect to hold these balances if, 
as the impeiial Bank, they became the rivals of 
the Exchange Banks in the exchange business. 
The Bank will, however, undertake exchange 
business of an official kind, and it will rediscount 
bills of exchange for the Exchange Banks, thus 
providing the Exchange Banks with an elternative 
means of putting themselves in funds in India, 
Hitherto the Exchange Banks could transfer funds 
from England to India only by purchasing Council 
Bills from the Secretaiy of State m London, 
The following extract horn a speech made m 
April, 1920, by the Chaiiman of the Chartered 
Bank of India, Australia and China will show 
that the Exchange Banks were not hostile to tho 
amalgamation — 

" The pioposal fox amalgamating the Presi- 
dency Banks m India under the title of the 
Imperial Bank of India is ono that has attracted 
a considerable amount of attention "WhilH 
regretting the partial disappearance of the in- 
dividuality of the Presidency Banks, it seems 
to me that the movement for amalgamation 
19 fully -justified and is unlikely to be prejudicial 
to the interests of Exchange Banks in Indian 
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always provided that the present intentioix ot 
not competing with the Exchange Banks in their 
ordinary business of exchange is fully and honour- 
ably adhered to. The Presidency Banks have 
always been the bankers of the Exchange Banks. 
The utmost good feeling and good will have 
prevailed, and I should greatly regret to see any 
interference with the haimonious working be- 
tween the Presidency and the Exchange Banks 

Wo wish the Imperial Bank a successful 

career, fully confident that there is ample scope 
in India both for the semi-State Bank and for 
the British Banks 

Tho governing body of the Bank consists of 
a Central Board of 14 members, of whom 4, 
namely, the Government Contiollei of Currency 
and the Secretaries of the three Local Boards 
have no voto ; t ho remaining ten are the presi- 
dents and vice-presidents of the Local Boards, 
two managing governors and two non-officiala 
nominated by Government for a year, but who 
can be renominated. 

' The Imperial Bank has made a gocd start. 
According to its first report, which covers ttio 
period of its working to 30tb June 1921, 12 new 
branches had already been established or were 
about to open. Its capital on 30th June was 
Bs. 10,65,73,000, of which Es. 6,47,68,250 had 
been paid up. The reserves on the same date 
amounted to Es. 3,71,21,480 and total deposits 
to Es. 92,36,38,952. 
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Comhined Capital and Reserve and Deposits of all 
Bants sn each yenr from 1910 to 1919. 




Cachal, Dtpodi, a„d C-h Balana> o/ tl„ Xi,han,e Banh ,n 

^ 2 7«» iwar. 


INDIAN I 



18,384 14.298 93,y82 

‘22,2i)9 17 180 3f>,449 

31,931 21,139 53,070 
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Proportion per cent, of cash to haliltties 
on 81st Decern 



1910. 

1911. 

1912. 

I. Piesidency Banks 

34 

SL 

29 

11. Exchange Banka: 

1. Banks doing a con* 
sideiable poition of their 
business in India 

16 

16 

20 

2. Banks which are merely 
Agencies of large banking 
corporations doing business 
nil over Asia 

21 

16 

^ 24 

III. Indian Joict*Stock 
Banks : 

1. Banks haring capital 
-and reserve of Bs. 5 lakhs 
nnd over 

11 

14* 

16 

2. Banks having capital 
nnd reserve between Be. 1 
lakh and less than Bs. 5 
lakhs 


... 

... 
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Capita/, reune, depvnu anrf catk batantet ‘ 
of the three Prendeney hanks on 3Isi 
Deremher each year. 

(Lakhs of rupees) 


Year. 


1870 

1918 
10>4 
1915 
1910 
1917 
iyl8 

1919 


8,30 

3.75 

8.75 

8 7a; 

3.75 
3,75 
3,75 


3,753,57 


1 

o 

12 

eS 

> 


1^ 

5,43 

03 9 

5,81 

30,48 

5,G1 

40,04 

4 88 

88,01 

5,20 

44 70 

7 71 

67,71 

0,64 

50,97 

7,72 

68,21 


11,82 

42,87 

45,65 

43,49 

49,91 

75,43 

59.02 

75,93 


16,87 

20,83 

14,65 

17,27 

S3,77 

17,07 

23,62 


Cash Balancos.^ 
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Captci?!, reterve, depotiu and eath balanen of prtn^ 
etpal Indian Jo\nt’Stoeh banks on 31st 
DsetmhtTf taeh year, 

A . — ^Banks with capital and reserve of J{s. & 
lakhs and over. — 

(Lakhs of rnpees). 
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B. Sanls xdth capital and rettrvi between Be. 1 
lakh and le»t than Be. S Lakht. 


(In thousands of Bupees) 




The Development of Indian Industries* 

The war forma a landmark m the history of 
Indian manufacturing industries. It marks the 
beginning of a new epoch in which India is 
determined to manufacture for heiself most of 
the articles for the supply of which she has 
VntheitiO been dependent, npon loieign connU^ee. 

The weakness of India’s industrial position 
and her dependence upon foreign countries for 
the supply of all kinds of manufactured goods is 
illustrated by the following table showing the 
value of imports into India and exports from 
India m the pre-war year 1913-14 according to 
four mam groups : — 


[Table 
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India's Foreign Trade m 1913*14. 




Imports. 

Exports. 



£ 

£ 

I. 

Food. Drink and 




Tobacco 

16,441,000 

43,162,000 

II. 

Baw materials 




and produce 
mainly un- 
mtmufactured 

7,038,000 

81,642,000 

m. 

Articles wholly 




or mainly 
manufactured 

, 96,770,000 

36,894,000 

IV. 

Miscellaneous & 




unclassified... 

1,916,000 

1,602,000 


Total 

1 122,165,000 

162,800,000 


Of the total imports in 1913-14, 79 per cont. 
consisted of articles wholly manufactured, and of 
the exports about 77 per cent, represented 
articles included in Groups 1 and II. 

As regaids the impoit trade, it may be 
said that it 13 not merely the Indian consumer 
who IS dependent upon foreign manufacturers for 
the supply of aiticles of luxury and comfort, but 
the Indian manufacturer is under the necessity 
of importing every year machinery and parts of 
jj^achinery of the value of hundreds of thousands 
of pounds. The following passage taken from 
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the report of the Indian Industrial Commission 
(1916-18),* which deals largely with pre-wir 
conditions, describes the deficiencies in the pro- 
duction of articles : ~ 

“ The blanks m our industrial catalogue are 
of a kind most surprising to one famihar only 
with Euiopean conditions. We have already 
alluded geneially to the basic deficiencies m our 
iron and steel industries, and. have explained how, 
as a result of these, the many excellent engineer- 
ing shops in India aie mainly devoted to repair 
work, ox to the manufacture, hitherto mainly 
from imported materials, of compaiatively simple 
stiuctutes, such as roofs and bridges, wagons and 
tanks. India can build a small maime engine 
and turn out a locomotive, provided certain 
essential parts are obtained fiom abioad, but she 
has not a machine to make nails or sciews, nor 
can she manufacture some of the essential parts 
ot electrical machinery. Electrical plant and 
equipment are still, therefore, all imported, m 
spite of the fact that incandescent lamps are used 
by the million and electrio fans by tens of 
thousands India relies on foreign supplies for 
steel springs and iron chains, and for wire topes, 
a -vital necessity of her mining industry. We 
have already pointed out the absence of any 
manufacture of textile machinery, and with a 
few exceptions, even of textile mill accessories. 
The same may be said of the equipment of nearly 
all industrial concerns. The hat of deficiencies 
includes all kinds of machine tools, steam engines 
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boileis, Oil and gas engines, hydraulic presses and 
heavy cranes. Simple lathes, small suger mills, 
small pumps, and a variety o£ odds and ends are 
made in some shops, but the basis of their 
manufacture and the limited scale of production 
do not enable them to compete with imported 
goods of similar chaiacter to the extent of ex- 
cluding the latter. AgiicuUurists’ and planters’ 
tools, such as ploughs, mamoohes, spades, shovels 
and pickaxes are mainly imported, as well as the 
hand tools of improved character used in most 
cottage industries, including wood-working tools, 
healds and leeds, shuttles and pickers. Bicycles 
mortor cycles and motor cars cannot at piesent 
bo made in India, though the imports under these 
heads were valued at Bs. 187 lakhs in 
The manufacture of common glass is carried OQ 
in various localities, and some works have tuiiicd 
out ordinary domestic utensils and bottles 
fair quality, but no attempt has been mado to 
produce plate or sheet glass, while optical glass 
manufacture has never even been mooted. 
The extent of our dependence on impofted 
glass 18 evidenced by the fact that m 
1913-14 this was valued at Es 164 lakhs. 
Porcelain insulators, good enough for low 
tension carients, are manufactured, but India 
does not produce the higher qualities of cither 
porcelain or china Attention has been directed 
to the building of steel ships, but until the local 
supply of steel has been greatly increased, it is 
more than doubtful if expectations in this direction 
can ba realised, and it is probable that there 
other ways in which our present relatively small 
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supplies of Indian steel can be more quickly and 
more profitably utilised.” 

The industrial backwardness of India has 
been due to several causes, among which the 
neglect of applied science, the laissez faire policy 
of the Government in regard to industries and 
the shyness of Indian capital fox modern enter- 
prises may be mentioned. As is well known, one 
of the most important causes of Germany's in- 
dustrial leadership is her zeal for scientific studies 
and the application of science to practical pro- 
blems. In India, till recently, the study of 
science occupied a very minor place m the educa- 
tional system. The education imparted in oux 
schools and universities is still mainly of a liter- 
aiy type, which accounts for the utter lack m 
India of scientific and business experts who could 
help in the organisation of industries, and who 
have, therefore, to be imported Again, in indus- 
trial matters, the Government in the past have, 
with few exceptions, followed a ‘ let alone’ policy. 
So far from taking active steps to foster Indian 
industries. Government have viewed with dis- 
favour any proposal to assist Indian industries 
even mdiiectly by means of a protective tariff. 
“ The political and economic conditions of India,” 
wrote the Industrial Commission, ” have created 
a large export and import trade ; and this trade 
has brought about the present industrial position.” 
Unrestricted freedom of importation is responsi- 
ble m no small measure foi the industrial back- 
wardness of India. It largely explains the 
shyness of Indian capital for modern enterprises. 
There was never any lack of capital in India, 
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tut Indian capital was cluefly invested ii 
agiicultute and a few manufactutmg Industrie® 
as jute and cotton. Profits in most of the Indus 
tries affected by foreign competition ware verj 
uncertain, and Indian capital avoided these in 
dustries. Lastly, m the purchase of Goveinmen 
stores very little advantage was taken of the rule 
intended to encouiage the purchase of locallj 
manufactured articles, and Government Pepart 
ments generally indented on the India Office foi 
their requivemeuta. 

The war forced the Government of India tc 
direct their attention to tho question of develop- 
ing Indian industries. The unprecedented shrink 
age of imports made the country realise, as it 
had nevei realised before, the terrible consequen* 
ces of too great dependence upon other countries 
for the supply of things essential in peace and 
war. The Industrial Commission emphasized the 
danger of mdustiial deficiencies in the following 
words — 

" The list of mdustiies which, though their 
products are essential alike in peace and war, are 
lacking in this countiy, is lengthy and almost 
ominous. Until they are brought into esistonce 
on an adequate scale, Indian capitalists will, in 
times of peace, be deprived of a number of pro- 
fitable enterprises, whilst in the event of a war 
which lenders sea trsnspoit impossible, India’s 
all important existing industries will be exposed 
to the risk of stoppage, her consumers to great 
hardship, and her armed forces to the gravest 
possible danger.”* 

t The Kepoil of tbe litduo l&dusttial CommtssiOD, p 5S, 
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Every effort Tvas made by the Government 
during the war to develop Indian industries 
whose products were leqviired, directly or in- 
directly, for war purposes. The Indian Munitions 
Board was established m February 1917. The 
functions of the Board were “ to control and 
develop Indian resources, with special refeience 
to the needs created by the wai, to limit and 
co-ordinate demands for articles not manufactmed 
or produced in India, and to apply the manufactur- 
ing resouices of India to war purposes with 
the special object of reducing demands on shipp- 
ing.” The primary ob)ect of the Munitions 
Board was to meet the demands of the armies 
opeiating m Mesopotamia, but it helped very 
materially in the development of Indian indus- 
tries by purchasing m India articles and mater- 
ials needed for the civil and military depart- 
ments and for the railways , by diverting, 
so far as it was practicable, orders for 
articles and materials from the United 
Kingdom to manufacturers in India , by giving 
assistance to individuals and firms who desired 
to import plant or to engage technical and 
chemical experts and skilled labour from England 
or elsewhere in order to establish new industries 
or develop old ones , and by the dissemination 
of information and expert advice and the giving 
of other direct or mdiiect encouragement to 
persons piepared to establish new industries in 
India During the 18 months, from 1st April 
1917 to the end of September 1918, the Board 
spent 34 crores of rupees {£ 22,666,66b) The 
■stores were purchased by the Board mainly from 
Indian firms. 
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The Munitions Board paid special attention 
to the encouragement of ‘key’ industries. For 
example, some of the accessories used by the 
milling industries m India, such as roller skins, 
pickers, sheep skins for rice polishing, belting 
etc. are now made in India. Other industries to 
which considerable attention was paid were the 
manufacture of anti-fnction metal, ferro»man- 
ganese, glass, pottery, refractory bricks, disinfect- 
ing fluids, tea pruning knives, tea chests, asbestos 
boiler composition, gtncose, coir articles and 
graphite crucibles. 

Apart from action taken by the Government 
to encourage Indian industries, the rise of prices 
caused by the heavy decline in all kinds of imports 
gave a great stimulus to Indian manufacturing 
enterprise. Attempt was made by Indian manu- 
facturers to flu the gap caused by the shrinkage 
of impoits. Old industries were strengthened 
and enlarged and nerv industries were establish- 
ed. But for ceitain causes, arising out of our 
pre-wai industrial weakness, the growth of our 
industries during the war would have been even 
more rapid than it was. These causes were : (1) 
the difficulty of importing machinery and mate- 
rials such as are not made in India ; (2) the 
shortage of coal and coking plant and the short- 
age of railway wagons and coasting vessels (3) 
the difficulty of procuring from abroad chemical 
and technical experts and (4) the shortage of 
skilled labour. 
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Papticulab Ihditstries 
Cotton. 

Cotton spinning and weaving have been 
practised in India for a very long time. More 
than 2,000 years ago the muslins of Dacca used 
to be exported to Greece, where they wore known 
as Gangetika.* In the 17th and 18th centuries, 
before the introduction of steam power, Indian 
cotton goods were in great demand all ovei 
Europe. The importation of printed calicoes 
from India was prohibited m England, in the 
interests of Manchester, by an Act passed m 1721. 
Soon after this, however, the application of steam 
power to industry revolutionised the English 
cotton industry, and India gradually became an 
importer of cotton goods. A new chapter in the 
history of cotton spinning and weaving in India 
began with the establishment of steam power 
spinning and weaving factories m India The 
first cotton mill was established m 1818 near 
Calcutta ; the first cotton mill in Bombay was 
established m 1851. Ten years latei there were 
a dozen mills with 33,8000 spindles at work m 
India. The progress of the cotton industry is 
shown by the following table* 


Impeiial Gazetteer of India Vol 111 p 193 
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a| 

”5 

•a -3 

i 1 

1 
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i4 j 

m 



jg 

1 



1879-1880 

58 

1 80.000 

39557 

IS, 307|l, 470,830 

1&S9.1S90 

115 

668,216 

111,998| 

23,845} 

3,107,740 

1899-1900 

190 

469,029 

163,29 ej 

38,52o} 

4,737,874 

1918-1914 

254 

633,274 

260.847| 

96,e8sj6,620,676 


The total quantity o( picco goods produced 
in Indian milla in 1913*14 amounted to 
1,164 291,000 yards , the imports in the same 
year neie 8,197,128,000 jards, or more than Sj 
times the Indian production. The broad facts 
legarding home production and impoits since the 
'Tar are given in the following table — 


[Table 





Hand loom coiisuiiiption 
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I'be above figures are taken from a table 
prepared by Mr. A. C. Coubrough.* Mr. Cou* 
brough estimates handloom production oo the 
basia of figures of consumption of yarn by the 
bandloonfs. By deducting from the total of 
imports and miU production of yarn, exports and 
re-exports of yarn, the total consumption of yarn 
in India is obtained. The mill production of 
piece goods is known — ^it was, for example/ 15B 
crores of yards in 1920-21. Assuming tbaf '31 lb* 
of yarn was used up in making a yard of v^’oven 
goods, the Indian mvU consumption of ya5:n in 
1920-21 amounted to 33 cror© pounds, which 
leaves 29'4 oroies for the handloom industry. 
Assuming I lb. yarn s4 yards of cloth, 
production of band-woven goods in 1920-21 acd 
the preceding years would be as follows 


Production of hand^oven goods croreS 
of yards. 


1914-15 .. 

. 1,30 

1918-19 . 

.. 1,13 

1915-18 

. 1,20 

1919-20 . 

.. 6t 

1916-17 

. 84 

1920-21 . 

.. 1,13 

1917-18 

87 




Figures relating to hand-spun yarn at® 
available, but band-spun yarn as compared with 
the mill production is inconsiderable. 

The Indian mills wore much hamp®f®d 
during the war by the difficulty of importing 
machinery. This explains why the rata of m* 
crease in production was mote rapid during the 
earlier than in the later years of the war. 

* Notes on Indian pieoe goods trade, by A. C Coabi«“8*‘> 
(Balletia of Indian Industnee and Labour No. 16). 
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The following table shows by counts the 
imports and also the Indian mill production of 
yarn : — 

Importi %n(o Srtttsh India and Production 
%n the Indian Mtllt of Cotton Twist 
and Yarn during 1920-21, 


(In thousands) 


Counts 

Imports from Foreign 
Countries. 

a w 

P 

U K. 

Japan. 

Other 

cun- 

tries 

Total. 

S s 

•si 

Phm 


lbs. 

lbs. 

lb3. 

lbs. 

lbs. 

Nos. 1-20 

391 

4,511 

' 2,689 

7,691 

443,471 

21-30 

2,053 

1,944 

1 392 

4,190 

199,086 

1 „ 31-40 
Above 

12,o26 

9,346 

, 860 

22,843 

15,024 

No. 40 

3,590 

1,406 

24 

5,020 1 

2,067 

Others 

"Waste 

4,726 

2,916' 

49 

7,691 1 

355 

Total 

23,396^20,123 

3,815 

473,334 

660,003 
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It Will be seen that Indian mills have practi- 
cally a monopoly of the yarn trade below SO’s 
counts and that Indian production of yarn between 
31 and 40'a counts esceeds the imports from the 
United Kingdom or Japan, though total imports 
are greater than the home pioduction ; as regards 
the higher counts, Indian production ig something 
more than two-tbirds of the imports. A proof 
of the fact that Indian mills are tending to spin 
higher counts IS furnished hy the following table 
which shows that while there has been a steady 
use in the production of yam during 1918-19 to 
I92Q-2U the amount of raw cotton consumed has 
steadily decreased: — 


Total pro- 
duction of 

1918-19 

1919-20 

1920-21 

yarn, lbs. 

616,040,464 63,57,60,278 

660,002,597 

Cotton con- 

sumed.cwt. 

Pounds of 
-yarn per 

7,299,873 

7,154.805 

6,833,113 

spindle lbs. 

99.27 

91*93 

94*00 


The proportion of imports of cloths affected 
by Indian competition is thus estimated by Mr. 
Amscough, the British Senior Trade Commissioner 
in India and Ceylon : — 
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Average of five years ending March 1914. 


1 

Description. 

Jo 

• 1 

t- o 1 

1-. 03 1 

t- -2 o 

ifj 

tj '' 

Estimated proportion 
affected by Indian 
competition. 

Estimated value of 
imported cotton piece 
goods affected by In- 
dian competition 


£. 

7. 

£. 

Grey (unbleached) : — 




Chadais 

48,345 

76 

36,259 

Dhooties, aaries and 



scarves 

6,005,03 7i 

22 

1,519,108 

Drills and jeans 

801,645 

1,00 

301,645 

Long-cloth and shir- 



tings 

5,455,145 

90 

4,909,631 

All other kinds 

1,346,884 



White (bleached) 

7,468,859 

5 

373,443 

Coloured, printed or 
dyed : — 




Checks, spots and i 

90,266 

60 

1 54,160 

stripes . . 1 




Dhooties (including 

610,263 

30 

' 183,079 

loongies) 



Drills and jeans 

340,530 

1,00 

340,530 

Sanes and scarves ... 

1,009,852, 

16 


All other kinds 

6,581,066 


1 161,576 

Total 

30,157,892 


7,879,431 
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According to this calcolation a little over 26 
per cent, of the total piece goods imports is 
affected fay Indian competition.* 

Iit6tallurg%cal industnet. 

There is no lack m India of raw materials 
required for the development of metallurgical 
industries. This fact was well knWn to the 
•ancients. Nearly 300 B- C., Megasthenes wrote 
that India “ has under-ground numerous veins 
of all sorts of metals, for it contains much gold 
and silver and copper and iron m no small 
quantity, and even tm and other metals which 
ate employed m making articles of use and 
ornament as well as the implements and accou- 
trements of war."* 

Wilting m 1881 m the introduction to his 
‘'Economic Geology of India" V. Ball thus 
commented on the passage quoted above : — 

“To many it may appear that it was a 
fanciful and fabulous India, very different from 
the country as it is now known to us. To such 
the facts set forth m this work not only as to the 
extent of the mineral resources, but also as to 
the extent of the ancient mining operations, will 
come almost as a revelation. 

“ Speaking generally, the value of the majori- 
ty of the deposits is relative to external circum- 
stances. Were India wholly isolated from the 

■ Beport CO the Conditions and Prospects of British Trade in 
India at the close oi the War, by Hi T. U Ainscongh tCmd 
442), p 37 

* ‘Induitnal Handbook "pablished by the Indian Hnnitiona 
Boaid, p 123 
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rest of the T7orld, or were her mineral productions 
protected from competition, there cannot be the 
least doubt tiiat she would be able, from within 
her own boundaries, to supply very neaily all 
tb® requirements, in ao fat aa the mineral world 
is concerned, of a highly civilised community. 
But the consumer would probably have to pay 
more than he does at the present day". 

About 1881, however, no important metal- 
lurgical industriea, working on modern lines, 
existed m India. It was in 1885 that the Mysore 
Gold Company was founded. The Barker Iron 
Woiks weie, indeed, established in 1875, but it 
was not until 1899 that the Company, under the 
present Managing Agents, Messrs, Martin and 
Company of Calcutta^ succeeded in producing pig 
iron at a prodt. Thus at the begini^mg of the 
present century the only sucoessiul metallurgical 
works were the gold milling and reduction plants 
of Kolar and the Barker Iron Works. Great 
progress has, however, been made during the 
last 20 years. In 1903 the Hutti Gold Mines 
(Hyderabad State) commenced operations. In 
1907 the Tata Iron and Company was established. 
In 1909 the Burma Mines, Limited, was started, 
and they are now smelting for lead and silver. 
The Indian Iron and Steel Company was floated 
in 1918 with the object of pioducing pig iron. 
In the same year the regular production of blister 
copper was started in India. 

The production of metals in India from 1908 
to 1917 IS shown by the following table : — 
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(o) To end cf August 1918 
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Iron anp Sieel, 

The Tata Iron and Steel Company. 

The Company, as has been stated above, 
•was started m 1907 ; it commenced active oper- 
ations m 1912. It owns seveial iron mines and 
limestone quarries; magnesite deposits m the 
Mysore State, and nine large coal mines, four 
of which are located on the Jhana field. The 
present position of tho Company is described 
in tne following extract from the tepoit of the 
Directors for the year ended diet March 1921 

The Directors state that “ the original scbem® 
for the greatei extensions provided for two blast 
furnaces, one duplex (steel) fuinace, a plate milli 
a continuous sheet bar and billet mill, sheet 
mills and a merohaot mill with their requisite 
misoellaneous equipment. The original plan has 
undergone many alterations and additions. In 
1917-18 the scheme was enlarged considerably. 
In 1917 one additional blast furnace (the Batelle 
furnace) was purchased, and it has been in 
operation since August 1919; a blooming mill, 
a rail and structural mill and a second Duplex 
fuinace were added; the capacity of the plate 
mill was inoieased, and substantial additions 
were made to the continuous sheet bar and billet 
mill, the sheet mills, and the merchant mill as a 
result of improvements m design and with the 
object of incieasing their capacity. In order to 
piovide the raw materials required for the in- 
creased production tho company has made large 
additions to its reserves of coal, ore and fiuxes^ 



422 THE DETELOPirS'Jl OT IMJIAN INDCTSTEIES 


and now has in sight and under its own control 
fully adequate supplies for the near future. The 
development of the towns has naturally kept 
pace with this expansion, and in 1918 the com* 
pany obtained an additional 20 square miles of 
land to provide for the suitable housing of its 
workmen and for the subsidiary industries which 
will eventually bo grouped round the steel works. 
This IS the scheme for the greater extension as 
it stands at present. 

“The production of finished products available 
for sale for the past year was 88,960 tons of pig 
iron and 120,570 tons of finished steel When 
the entire scheme given above is carried through, 
the production available for sale will be 174,000 
tons of pig icon and 425,000 tons of finished steel. 
It is not possible to say definitely m what exact 
ahape this matetiaV wAl be put Mpon the tnaTket. 
The new plant, when completed, will have a laige 
reserve of rolling power and our steel will be 
diverted from one mill to another in accordance 
with the fiuctuatiOQS of the market and the 
competition which enters it But we expect to 
work up to this production within four years. 
All such estimates of future production must 
necessarily depend upon many circumstances 
which in the present state of the world no man 
can forecast with absolute certainty. We esti- 
mated that the original scheme for the extensions 
would be completed by July 1921 Since that 
estimate was made the whole scheme has been 
enlarged, the design has been improved, and rnany 
additions have been made owing to alterations 
ID practice which have been discovered since tbs 
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eriginal plans were laid. The site has also been 
changed. These alterations have been made on 
the best expert advice and will undoubtedly tend 
to greater economy in working. They have, 
however, inevitably delayed the completion of the 
scheme. Our progress has also been delayed by 
many factors which could not have been foreseen; 
by restrictions imposed by the various Govern- 
ments upon manufacture and shipment both 
during and after the war ; by the prevailing unrest 
and continual strikes which have occurred both 
in Europe and America ; by the shortage of ocean 
labour and materials m India ; by the congestion 
of the port of Calcutta ; and by many other causes 
which have followed directly and indirectly from 
the war and which have been entirely outside our 
control. The constant fluctuations in exchange 
and prices have also materially affected the prices 
■which we have had to pay. In spite of all these 
difficulties the Batelle Furnace is actually m 
operation, the plate mill is practically complete, 
and two more blast furnaces and one Duplex 
furnace will be ready to operate in 1922 . . . 

It was intended to start a number of sub- 
sidiary industries m the neighbourhood of Sakchi 
in connection with the steelworks. The manu- 
factures which it was intended to produce in- 
cluded steel tubes and pipes; tinplate; enamelware 
of various descriptions ; railway wagons ; spelter ; 
wire shapes of various kinds, including fencing 

* Qaoted by AinscOTigh la *• G«n«rsl P.eTiffw of the conditions 
jknd prospects of Bntuli trade in India danog the fiscal years 
1919 20 and 1930 21 ".p 69. 
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•mrs, nails etc ; tea machinery ; structural tools; 
galvanised products ; }ute mill machinery, struc- 
tural work f iron and steel castings, heavy 
chemicals ; sulphuric acid , nitric acid , fertilisers , 
explosives ; drugs and perfumes Owing to un 
foreseen difficulties the progress made in the 
development of subsidiary industries has been 
small, as the following extract from the report 
of Directors will show — 

“ One subsidiary, the Calcutta Monifieth 
Works, has started the manufacture of jute mill 
machinery but progress of the others has been 
delayed by the unusual circumstances of the past 
year Capital cannot at present be easily raised, 
and increased co^t of machinery and plant from 
abroad has delayed the completion of thoir 
projects In some cases the schemes which were 
under consideration have been definitely aban 
dooed These include the Burma Corporation 
project for the smelting of zinc and our nego 
tiations with the Eastern Chemical Company, 
Messrs S ewards (o DJovds Messrs Vickers, 
and Messrs Jes'op 4- Co Ltd We are however, 
still negotiating for the establishment of plants 
for the manufacture of railway wagons and loco 
motives agr cultural implements wire products, 
tin plates ensm lied ironware, cables and special 
steel for reinforcement We have every reason 
to expect that these and other manufactures will 
ultimately be established at Jamsi edpur and will 
use our steel in ever increasing quantities as the 
industrial derelopment of the country grows. 
But for the present we do regret a certain limi 
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tation of our commitments for the supply of 
material at special prices.* 

The Bengal Iron and Steel Company. 

The Bengal Iron and Steel Company took 
over the Barker Iron Works in 1889 and it came 
into the hands of the present Managing Agents, 
as mentioned above, m 1899. It works at Kulti 
on the Bengal coal-field. It has four blast fur 
naces, each with a possible output of faO tons of 
pig iron a day. The total output of pig iron is 
about 10,000 tons a month. In 1918, at the 
instance of the Indian Munitions Board, the 
Company turned one of their blast furnaces to 
the manufacture of feno-manganose. The pro- 
duction of the Company in 1910 amounted to 
84,905 tons of pig non, 4,73‘2 tons of ferro- 
manganese and 29,CS5 tons of iron castings. 
The Company has specialised on castings and the 
works contain a laige foundry making pipes up to 
12 inches in diameter, bends, columns, fencing 
sockets, pot sleepers and chains ; and another 
foundry capable of pioducing castings up to 20 
tons in weight. 

Tfie Indian Iron and Steel Company. 

The Company has not yet started active 
operations, but its first furnace is expected to 
be leady very shortly. 

Plans are being matured for starting tuo 
other lion and steel projects. 
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The recent discovery of a moantain range 
oi iron ore m SmghbKnm (Orissa) is of very great 
importance to the Indian iron and steel industry. 
It IB expected that Siugbbhnm will provide re- 
serves of high grade iron ore sufficient for all the 
requirements of the Indian iron and steel industry 
and also for the neighbouring ^Eastern markets. 

Imports. 

The total imports of iron, iron or steel, and 
steel in 1913*14 were as follows 


Iron (excluding ore) 
Iron or steel 
Steel 


Tons 

46,692 

716,471 

235,085 


The share of the more important countries 
in the import trade is sbovm by the following 
table 


[Table. 
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1913-14. 

llron (es- 
1 eluding 

1 ore.) 

Iron 

or 

: steel. 

Steel. 

1 


pet cent.! 

per cant. 

per cent. 

British Empire ... 

58 

75 

18 

Germany 

6 ! 

14 

39 

Belgium 

31 , 

7 

42 

United States 

•07 

3 

■07 

Japan 



•007 


During the war the imports from Germany 
and Belgium ceased while those from the United 
Kingdom declined heavily, but there was a steady 
increase m the imports from the United States 
and Japan, as is shown by the following table: — 


[[Table. 









THE DEVELOPMENT 




430 THE DETEIOPHENT OT DfTIAJf ll-DCSTEIES 


It Will be aeen that the imports of iron'ore 
steel in 1 918-1 from Japan wer'e about one- 
fourth of the total imports from the United 
Kingdom, while those from the United States 
were about equal in ralue to the British impoxts ; 
the American imports of steel far exceeded m 
value the British imports. In 1919-20, and 
particularly in 1920-21, while the American 
imports have remained practically stationary, 
British imports have rapidly increased. 

Jute. 

The following passage taken from the 
Imperial Gazetteer of India, Vol. Ill, relates the 
early history of jute:— 

“ Jute fibre was first experimented with by 
Europeans in 1820, the result being so unfavour* 
able that brokers were for some years subse* 
quently required to give a guarantee that sales of 
fibre effected by them were free from adulteration 
with jute. One of the earliest commercial re- 
ferences to the fibre occurs in the Customs 
returns of 1828. In that year 364 cwt. of raw 
fibre, valued at Bs. 620, were exported to Europe. 
The manufacture of gunny bags and cloth was at 
that time entirely m the hands of the Bengal 
peasant weavers, bat the traffic could not have 
been very extensive. In 1832 an enterprising 
Dundee manufacturer experimented once more 
with the fibre, and was able to show that it might 
be used as substitute for hemp. From that date 
fute gained rapidly in popular favour. It was 
recogmsed that it was capable of the most minute 
separation, but it is only within the past few 
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years that this advantage has been utilized for 
the finer textile purposes. In time the difficulty 
of bleaching and dyemg the fibre disappeared ; 
and the success of jute being thus assured, the 
foundation of the manufacturing^ enterprise of 
Dundee Knd CalcuttaVas laid.” t 

There were in 1&13-14, 64 jutle mills at work 
m India with 36,050 looms and 744, 288 spindles, 
giving employment to 216,288 persons. 

The outbreak of war caused a crisis in the 
jute industry. Before the war Germany was 
next to the United Kingdom India’s best 
customer for raw {ute. Germany took about 
600,000 bales annually, and 250,000 went to 
Auatria*Hungaty. The sudden closing of these 
markets to the exports of ]ute, combined with a 
» bumper crop, bcov^ht down the price of jute from 
Bs. 86*8 per bale of 400 lbs. in April 1914 to 
to Es. 81 in December of the same year. The 
exports of taw jute showed a heavy de- 
cline in 1914-15, and remained below the 
pre-war standard throughout the war. 
The expoita of jute manufactures, hov?- 
ever, steadily increased during the war. 
The war was a period of great prosperity for the 
jute industry. The war demand for jute manu- 
factures was strong, labour was plentiful and 
prices realised by the mills were high. The 
following table shows the progress of the jute 
industry during the war:— 
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3 

c 
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1914-15 

70 

1.394 3 1 

238 

38 4 

795 5 

1915 16 ' 

70 

i.sn s 1 

1 254 

39 9 

1 812 4 

’916 17 

74 

1,402 4 j 

1 262 

39 6 

1 824 2 

1917 18 

76 

1,428 4 1 

' 266 

40 6 

1 834 0 

191S 19 

76 

1,447 2 1 

, 270 

1 39 3 

1 823 7 


Wool 


Five woollen mills were working in India' 
dnnng the war , in addition, a small disused 
woollen mill in Bombay was utilized loi the 
manufacture of blankets The borne production 
now amounts to 6,000,000 yards of woollen and 
worsted cloths , 5,000,000 items of hosierj, such 
as socks, jerseys, mittens etc , 1,250,000 pairs of 
woollen -putticB , 1,500,000 blankets and jhooh, 
and 50,000 yards of felt India is, however, by 
no means independent of foreign supplies of 
woollen goods, as is shown by the following 
table — 
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ihousands . 


Piece goods, yds 
Shawls No 
'-arpets ana tngs, 
„ lbs 

Hrsiery ihg 
Yarn tad Knit- 



1 

1 


1 

V 

- 1 2 

o 

1 


r- ^ 

o\ 


- 


O) 

o 

27.329 

2,101 

^-230| 5 663 

5,377 
' 19 

11.007 

16 

1,980 

537 

1 

ITs 

5 '8 
9 

483 

325 

' I 059 
1,593 


94 

274 

320 

551 


WM ■“ported from Gern^a^fa^d I“^' 

!■■ 1918-14, of the 

ported, 2,101,748, Eolesstharj M/Q°/ ™- 

oame from Germany, and ILqf rS “294,147) 
Austria Hungary. The deoline^.n from 

shawls IS duo to the temno™ ‘*"1 "■■P°rt3 of 
the Central Powers from our t ol 

total value of imports of wooUen 'e'*"- “ ‘ho 

-6 2,568,168, Germany's sC. “ "■ '913-14, 

Japan's only i 925.^ la 
from Japan were valued at -E M2',000 
Paper. 

modern a''pp\Soe8’’begTns'“Si°8^5.“ '"‘h 

■m" was established at BaUy.'‘C^b’;'’sT^ 
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as 1811 the misstoDaries at Serampore used 
machines to make paper for the Missionary Press. 
There were six paper mills T^orkmg in India 
before the war. The mills cljiefly used saba% 
grass as then law material, fn addition to im* 
porting some 13,000 tons of wood-pulp (1913). 
The difficulty of importing wood-pulp during the 
war led the mills to make a more extensive use 
of sabat grass and other raw materials obtained 
from Indian sources. There arq now nine paper 
mills, producing in all about 32,^00 tons of paper 
per annum, the imports m a normal year are 
estimated at double the output of all the Indian 
mills The Indian paper making industry cannot 
be said to be in a satisfactory position. The 
Indian mills cannot compete with paper made 
from wood pulp. The paper made from grass is 
of a better quality than that made from wood- 
pulp, but it IS more costly, and the market for 
it IS limited The Canadian Trade Commissioner, 
in a report published to 1915 thus sums up the 
situation “ The paper manufacturer in India is 
unfortunate He is shut out from his most 
important market, that for cheap papers, by the 
high cost of his pulp. The domestic market for 
good papers for which hjs pulp is suitable is not 
•large enough to be worth his while."* At the 
present time, in consequence of trade depression 
in England, British manufacturers are selling 
paper in India " at prices which they openly 
declare are below the cost of production.” The 

• Quoii-d br A R Barbobr in h » atticli* on “ 'b® 
modern fippor mnliirie lodinfry la Tndii,’’ m th* Journal of Indian 
I^aboitr fb^Nonmber 1931. 
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fvdSect of this dumping on the home industry, if 
it IS allowed to go on oacheokd, must be dis> 
nstrous. The Indian paper manufacturer has 
also suffered much from the policy of our railways 
,to discriminate in favour of the importer. 

I There is very little doubt that the paper 
making industry would be encouraged by the 
(adoption of measures which prevent dumping and 
protect it again&t foreign competition. The im- 
provement in the provision of railway transport 
and favourable treatment in regard to railway 
^rates would mateiiall} assist the industry. The 
Government can further render valuable help to 
the industry by buying supplies as fai as possible 
in India. 

Tanning and Leather. 

Apart from a great number of small tan* 
•neties which exist in Southern India, the Bombay 
■presidency and the Punjab, there were in India 
before the war 1 large tanneries capable of pro- 
'ducing really good leather. Luring the war 5 
mote tanneries were started, and since the con- 
elusion of peace 18 new tanneries have come into 
existence. With the large amount of leather 
which these 30 tanneries will pioduce when they 
are fully working, the prospects of the extended 
manufacture of boots and shoes in India seem to 
he very bright. 

There has also been a satisfactory increase 
jn the production of soap, glas? and Portland 
cement. Two companies have recently been 
started to manufacture enamelled hollowwaie. 
Paints, varnishes and painters’ materials ate not 
yet made in India, but most of the raw materials 
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reqxured for this group of industries are available 
ID India and it la to be hoped that the manufac* 
ture of these articles will be undertaken in the 
near future. As regards electrical goods, electrical 
fittings such as water-tight lanterns, deck fittings, 
lion-clad plugs and sockets, hand lamps, table 
lamps, plain glass globes and the like are now 
made m India. It will probably take long to 
make electrical machinery in India, as it is very 
complicated and as the requisite materials, such 
as cast iron of high permeahiiitj , miM steel, thin 
iron plates with special magnetic properties, etc., 
are difficult to obtain here 

Attempt IS also being made to develop the 
various chemical mdustnes, as the establishment 
of these industries is essential to the progress of 
tostile and other mdustnes. A list of chemicals 
manufactured in India has been published by 
order of the Government of India as a Bulletin 
of Indian Industries and l/abour, No 21, 

The steps taken by the Government to 
encourage Indian industries during the last six 
or seven years constitute the greatest departure 
from the policy of laissez fane which was the 
keynote of the Governmeut’s industrial policy 
befo\e the war. Departments of Industries have 
been established m every province. The Pro- 
vincial Directors of Industry meet every year 
in conference to consider questions relating to 
Indian industries and labour. The recommenda- 
tions of the Industrial Commissiou are being 
given effecc to “Pioneer” and “demonstration" 
factories are being estabhsbed in some provinces 
It 19 proposed to set op a demonstration tannery 
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m the neighbourhood oE Calcutta. This would 
be an Imperial undertaking. Among provincial 
ventures may be mentioned : the DemonstTation. 
pottery Factory in Bombay; the Pencil Factory, 
Aluminium Factory, the Soap Works, a Jam 
and Pickle Faetoiy and a Glue Factory in 
Madras, and a tanning school at Nagpui. It is 
also proposed to start a Boot Demonstration 
Factory either at Lahore or Amiitsar and a 
Dyeing Factoiy at Lahore. The object of the 
Dyeing Factoiy would be to provide mstiuction 
in the use o£ chemical dyes ; it will also experi- 
ment in vegetable dyes. A “ pioneer ” factory, 
it may be explained, is one established by Gov- 
ernment on a small commercial scale in order 
to ascertain and overcome the initial difficulties 
and discover if the industiy can be worked at a 
profit. Government undertakes the pioneering 
of industries when private enterpriso is not 
iorti coming. “ Demonstration ” factojies serve 
as schools foi the training of men as operatives, 
foremen or managers under stiictly commercial 
conditions In some cases the object is to show 
bow local industrial practice may be improved. 

An important but somewhat complex 
question is that of financial assistance to new 
industiies The industrial banks now existing 
in the country (the largest of these banks is the 
Tata Industrial Bank) ate doing very httle for 
Indian industries They are mostly engaged 
in ordinary banking business, not industrial 
business. The Industrial Commission recommend- 
ed the appointment of an expert committee to 
formulate schemes for the establishment of 
industrial banks, but m view of the recent 
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amulgaimati'on df the lliree PresiSency Banks into 
the Imperiat Bank of Indiithe appointment of 
expert committee has been deferred. One uf the 
conditions of the formation of the Imperial Bank 
was that 100 new branches should be established 
within hve years, but it may be doubted whether 
the new branches of the Imperial Bank would 
afford any real hnancial help to Indian industrial- 
ists. The existing industrial banks hnd it difficult 
to finance middle-class industrialists as they do not 
possess adequate information about their financial 
position. The creation of a Government organi- 
sation to inquire into the solvency and standing 
of such applicants seems to be necessary. At 
a leoent conference of Directors of Industry, Sir 
Alfred Cbatterton, the industrial adviser of the 
Tata Bank, said that for large undertakings the 
Tata Bank would institute its own mquiiies and 
make loans without any reference to Government; 
for medium undertakings (loans over Bs. 5,000) 
the Bank required a pieliminary enquiry and 
report by a competent Government officei before 
granting a loan, for small transactions (less than 
Ba. 5,000) the Bank would require a Government 
guarantee. 

It may be stated that Provincial Governments 
now enjoy full powers regarding loans to indus- 
tries- They can give cash grants, recurring 
and non recurring, at their discretion, and make 
loans from the Provincial Loan Account to any 
extent they consider necessary. These powers 
have been conferred upon Local Governments 
by the new Government of India Act. The next 
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iew yeats will show h>3w fat the ptovincea uaa. 
tfaeir new powers to develop local industries. 

Eeferenca may also be made hare to the 
report of the Indian Stores Purchase Committee, 
which was appointed at the instance of the 
Industrial Commission to make detailed sugges- 
tions regarding the purchase of stores. The 
Committee recommends that complete freedom 
should be granted to India as to the stores rules, 
and that it should be accepted as a policy, not 
only m theory but also m practice, tnat all 
stores required for the public service giiall be 
obtained in India whenever tbay are procurable, 
in the local market of suitable quality and reason- 
able price, preference oemg given to articles of 
Indian oiigin. 

The bearing of India’s fiscal policy upon the 
development of Indian industries is being con- 
sidered by the Indian Fiscal Commission Judging 
from the evidence given before the Commission 
by Indian witnesses, Indian opinion seems to be 
practicallyunammousin demanding soniB measure, 
of protection for Indian industries. Indian 
opinion, while it strongly supports protection, is, 
at the same time, most detoimmedly opposed to 
that form of protection known as Imperial 
Preference, which means protection for the British 
manufacturer at the expense of the Indian con- 
sumer. The prospects, however, for the adoption, 
of an independent fiscal policy with the object 
of making use of the tarifi for assisting Indian 
industries do not seem to be very hopeful. Mr, 
Montagu, the late Secretary of State for 
India, declaied sometime ago that India had been 



440 THE DEVELOPMENT OP INDIAN INDUSTRIES 


granted her fiscal freedom- Bnt Mr. Montagn 
has been driven from office and opinion in 
England, under the influence of Lancashire, now 
seems to incline in favour of the view that it was 
never intended to give India complete control 
over her traiff arrangements. It is signi- 
ficant that the Finance Member of the Indian 
Government, Sir Malcolm Hailey, while pio- 
posmg additional taxation for 1922-2i, suggest- 
ed an increase lU the excise duty on cotton 
goods made in Indian mills from 3^ to 7^ per 
cent, along with the proposal to isise the import 
duty on cotton goods from 1 1 to 15 per cent , and 
that when the Legislative Assembly rejected the 
proposal to increase the excise, he declined to 
support the lociease in the import duty on cotton. 
For 1922 28, India has a large uncovereddeficit, and 
the increase m the import duty on cotton would 
have reduced the deficit by more than a crore 
It IS diflicuU to see bow India will be allowed to 
levy pioCecCivo duties on British imports when 
objectioc IS taken to raising the taiiC oven for 
revenue pui poses And yet, since England herself 
has accepted the piinciple of “ safeguaidiug ” 
industries, she cauuot, in fairness, deny India’s 
demand for protection, which is only another 
name foi "safeguarding’ industries. Tie ulti- 
mate decision of the question, in the opinion of 
the writer, will be largely detormined by political 
influences, whatever be the report of the Indian 
Fiscal Commission, and it will bo long before India 
gets complete fiscal autonomy. Perhaps it is 
vain to talk of fiscal autonomy without political 
autonomy. 



India’s Foreign Trade daring the Idiar. 

Theta was a taductioa in the value of exports 
and imports m 1914*15. The reduction was due 
to the cassation of trade with enemy countiies> 
the curtailment of tiadc with Fiance and Belgium, 
thp lestricMon of trade with neutial countries, 
the scarcity of tonnage and the disorganisation 
of the world’s exchanges. The total value of 
exports Occluding re-exports) m 1U14-I5 was 
£ 121, Obi, Quo, as compared with £ 165,919,000 
for the prewar year 19IS-I4 ; the imports fell 
from £ 12’,lo5,0r0 m 19lo-U to £ 91,9o^0u0 m 
1914-15. The effect of the outbreak of war on 
our foreign trade is, however, more clearly seen 
if we divide the year 1914-lo mto two periods, (1) 
April to July (J) August to March, and compare 
the trade in the eight war months from August 
to March with that for the corresponding period 
■of the previous year ; — 


[Table 
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{Lahhs of rujaee.) 


1 

1918»14. April 
to July. 

p 1 

I-J 1 

j| 1 
T « 

03 o 

C5 

1914-15. April 
to Jnly. 

9 

<5 O 

Imports 

1 

56,05 

1,27,20 

' 54,77 

83,15 

Exports 

78,12 1.66,08 

82,01 

95,47 

Ee-esports 

1,54 

S,14 

1,59 

2,52 


Increase (+) or decrease ( — ) 

(Lakhs of rupees). 



April to 

August to 


July. j 

1 

March. 

Imports 

-1,28 ' 

—44,04 

Exports 1 

-^S,89 

-70,61 

Re-exports 

+ 5 

—62 


Tho total decrease m the war period was 
thns a little more than 115 crozes of rupees. 
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The fall m exports, aS will be seeD, Wis of 
a more seiioUs character tfaan the decrease 'm 
imports, and il produced serious eonseqences* 
In 1913-14, 10 per cent, of our exports Webt to 
Germany and 3‘5 per cent, to Austria-Hungary.- 
Taken together, these two countries were impor-' 
tant purchasers of our raw produce, particularly 
food grams, raw cotton, raw jute, seeds and hides 
and skins. The closing of their markets to our 
produce, combined with the curtailment of 
exports to France and Belgium, brought about 
a fall in the value of cotton, jute, oil seeds etc. 
which inflicted severe losses on our growers of 
these products. 

When however, the first shock of war was 
over, both our export and import trade began to 
expand, though therecoveiy in the impoit trade 
was slower In 19l3-lo the total value of 
imports was £ 87,091,000 as compaied with 
A yl, 953,000 for the preceding year, but the 
exports in 191o-lb were greater than those lu 
1914 15 by A 10, millions. The mcieaso in the 
exports oi jute, tea, gunny bags, and cloth was 
noteworthy. 

In war time it became necessary for Govern- 
ment to control trade generally and to restrict 
trade m particnlar articles. Soon after the 
outbreak of war oidinances were issued provid- 
ing for the temporary impressment of vessels, 
prohibiting financial and other dealings with enemy 
states, and making it possible to obtain informa- 
tion as to the stocks of articles of commerce, 
and for taking over by Government of stocks unv 
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necessarily "withheld lioni the market. The 
general policy of GoTernment, as stated by the 
Finance Member m hie Budget speech was 
to “ (a) restrict trade m food stu^s and articles 
capable of being turned to warlike uses in the 
case of countiies whence they can pass to the 
enemy ; (b) to stimulate the export of a few 
articles to the United Kingdom and Allied coun* 
trios, oi countries which are making munitions 
foi the Allies, and (c) to restiict the export of 
a very few articles owing to their being needed m 
India ” 

Apart from lestiictions imposed upon trade 
by Government, trade was mueh hindered 
tbioughout the war by the scarcity of tonnage 
and t><e consequent abnormal rise in freights. 
About fieights in 1916 17 the Sevteto of the 
Trade of InAia for that year says — 

“ Tuo additional factors m the year’s trade 
were the famine >n tonnage and (in the last quar 
tor of the vear) difticulties connected with finance 
on account of the curtailment of Councils With 
legiid to tho former, the words ‘no ships' are 
wilt large on almost oveiy page of the Eeview, 
In many roapects this may be regarded as the 
pnncjp*!! event of the yeai At the close of the 
year freights, lo consequence of the tonnage 
difficulty rose to fourteen times their pre war 
level ” 

The rise in freights partly woiLedm our 
favour, for while it did not prevent the export of 
such articles as were needed for war pui poses, it 
diminished imports and thus helped to swell 
tho balance of trade m our favour. 
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The e:sports from India are ordinarily of a 
much greater value than the imports into India. 
In the quinquennium immediately preceding the 
outbreak of war the average net exports fiom 
India amounted to 52 millions. The average 
net exports during the corresponding war years, 
as will be seen from the figures gi\ en below, 
amounted to about £ 51 millions : — 



Exports 

1 £ 1,000. ' 

Imports 
£ 1,000. 

Net 

Exports. 

£ 1000. 

1914-15 

131,060 1 

91,953 1 

1 29,107 

1915-16 

131,041 1 

87,991 1 

48,050 

191b-17 

163.969 1 

99,757 ' 

, 64,212 

1917-18 . 1 

lol,709 

100,268 

' 61,428 

1918-19 

169,254 ' 

112, 6o9 ' 

5o,5b5 

Average 

149,624 

98,^34 

50,990 

1919-20 

820,793 

207,972 

118,821 

1920 21 

266,347 

336,003 

— 79,256 


The average balance in India’s favour in the 
war period was aligutly less than in the corres- 
ponding pre wai period. This was chiefly due to 
the unfavourable conditions in the first two years 
ofthewai, India enjoyed exceptionally favour^ 
able balances during the last three years of the 
war, while in 1919-20 the net exports attained 
the record figure of £118,821,000. The war 
demand for some of our exports as jute manu- 
fnctures, tanned bides, rubboi, oils, tea, gram, 
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■cottoii and TPOoUan goods and ieather luaiiniac- 
tures was v-sry considerable, and in spite of a 
itisiQg exchange the exports increased rapidly. 

The rise in prices was a voiy important 
manse of the increase in the value of imports and 
,export8 during the war. In many casea it con- 
ceals a decline m the actual quantities exported 
and imported. For example, the declared value 
of the imports of merchandise in 1918-19 was 
Es. 109 crores, showing an increase of Es. 19 
CTQtea over 1917-18, but if the quantity of goods 
imported in the two yeai:s is considered, that is 
if the value of the imports in 1918-19 is re- 
calculated at the price of 1917-18 and a com- 
parison le made on this basis, imports in 1918-19 
as compared with the pteceding year are found 
to have decreased by Es lOcroies. Similarly 
the declared value ot expoits m 1918-19 exceeded 
that of exports in 1917-18 by Es. 4S ciores, but 
the volume of exports had at the same time 
decreased by Es. 37 crores. 

Table IV shows the volume and value of 
exports and imports for 1920-21 re calculated at 
the prices of 1913-14. It will be seen that the 
value of imports in 1920-21 was no less than 
Es, 152 crores in excess of that for the pre-war 
year, while the volume of imports shows a 
decline of Es. 41 crores. In regard to expoits, 
while the nominal decrease is about Es. <> crores, 
the teal decrease m the volume of trade is 
iEs. 72i crores. 

The unfavourable balance of trade m 1920-21 
was duo to several causes, the moat important of 
-which was the I'se m exchange duiing the first 
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■quarter of 1920. It la well known that arising 
'exchange tends to chock exports and to stimulate 
impoits. The Indian Currency Committee of 
recommended the raising of the exchange 
value of the rupee to 2s. feold) , Government 
accepted this recommendation and attempted by 
'the gale of bills on an unprecedented scale to 
keep up exchange. Large orders wore placed 
with foreign manufacturers by Indian importers 
who wished to take advantage of a high exchange. 
It should be remembered that in most cases 
orders have to be placed three or six months 
before goods can arrive in the importing country, 
and in the case of machinery, even twelve months 
before. The heavy imports of machinery in 
1920>.21. about double the imports m ]9l8-)4, 
were m execution of orders placed with British 
manufacturezs long before They were due to 
the industrial boom m India The imports of 
railway plant and rolling stock during the war 
were very small, and large quantities had to be 
imported in 1920*2J in order to make good the 
deficiency. 

The decline in exports was partly due to tne 
disorganisation of the European exchanges, but 
chiefly to the glut in the world’s markets "We 
have seen that exports m 1919-20 ware abnor- 
mally high , a reaction was bound to set iq. 
The united Kingdom, Japan and America ate our 

principal customers between them they took 

about 4Q pel cent, of out exports in 1920-21, but 
the fall of prices in these countries shows that 
their stocks ate full, and at present they do not 
require more of our produce. It thus happens that 
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countries which are in a position to pa 7 for what 
they buy, do not want to buy, while countries 
like Bussia and Germany, which would like to 
buy, cannot buy on account of their inability to 
pay the price, as shown by the chaotic state of 
their exchanges. 

An important feature of our foreign trade 
during the war was the increase in the trade with 
the British Empire. As is shown by Table III, 
the percentage share of the British Empire m our 
foreign trade increased from 52'9 per cent, (the 
average of five pre-war years) to 57‘I per cent. 
This result was due to the increase in exports to 
the British Empire, imports from the British 
Empire during the war were below the normal. 
Exports to foreign countries detcea&ed from an 
average of 68*1 per cent, to 48 3. However, both 
oui export and import trade with Japan and the 
United States have gronn very lapidlj Imtorts 
from Japan m 1920 21 were eight times greater 
than in 1913-14, American imports increased ten 
times Of our exports, Japan took 14*3 per cent, 
in 1919-20, and the United States 14 9 per cent., 
as compared with 2 5 per cent, and 3 1 per cent, 
respectively m 1913 14. 
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the British Empire and Foreign Countries. 

OBT8. ' 


(In thousands oj £, sterling.) 
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b.-ex 


Countries 

1 

IS 


British Etnpire 

6^,928 

57,829 

USA 

lit 567 

11 611 

Japan 

i;i,8i3 

10 443 

France 

P 262 

5>896 

Italy 

k 064 

4 578 

Belgium 

6 674 

514 

Austria Hungary 

17,613 

020 

Germany 

17 613 

6 798 

Total Foreign Countries tn 
eluding otbrr Countries 

inz 991 

63,232 

1 Grand Total i 

1 i_ 

165 919 

121,061 


SI VT6\ 
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^’OETS. 

re-expoHi). 

(In thousands of & sterlinq,) 
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III. Perceniage share of the principal eev,if 



re exports 
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IV — Volume and value of the Fgreigit 
calculated at prices 




Trade of 


Value 

1920 21 


declared lo 

calculated 


1920 21 

at piit.es of 



19l3 14 

Imports 



Class I 

35 97 14 

1 86 05 

Class II 

17 10,55 

10 J3 66 

Class lir 

27 49 60 

1 15 86 60 

Clrss IV 1 

7 54 97 

3 73 38 

Total 

3 35 60 26 

1 I 41 69 69 

FxportS 



Clais I 

43 67 44 

35 41 47 

Cla s ir 

1 03 4 ’ 57 

73 97 68 

Class III 

86 91 11 

59 49 32 

Class IV 

4 29 2’ 

2 70 21 

Total 

2 38 30 34 

1 71 58 68 


I Food DnnV a&d'ToK.cco II Ravr material** 
III Art cles wIioIIf or mainly manufactu 
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Sea-hornc Trade of Ind%a for 1920-21 
of 1913.14. 

{In thousands of rupees). 


Value 
declared in 
1913 14 

/«r«ase(+) or decrease {—) as covipared 

with 1913~Zf 

Due to 
rariatioDS in 
quantity | 

Value 

Actual 

change 

recorded. 

24,66,20 ' 
10,55,76 1 
1.45,15,41 
2,87 42 . 

i 

-12.80.15 1 
-J2.10 1 
“29 28.81 
+85,96 1 

+ 24,11 09 
+6,86,89 1 
+ 1,59,11 00 
+3,81,59 

+ 11,30,94 
+6.54,79 
+ 1,29.82 19 
+4,67,55 

1 83,24,79 

—41,55,10 

+ 1.93,90,57 

+ 1.52,35,47 

64,74 35 
1,22,46,36 
51.‘i9,U 

2 40,33 

— 29 32,88 
-48.48 68 
+4,00,21 

1 +29,88 

+ 8.25 97 1 
+29 44,89 
+27,41 79 I 
+ 1,59,01 1 

-21,06,91 
— 19,03,79 
+ 32,32,00 
+ 1,88.89 

2.44,20.15 

1 —72,61 47 

+66,71 66 I 

- 5 89,81 


and produce and articles mainly nnmanufactured. 
red. IV M scellaneoas and nnclassiEed. 







Protection for India. 


When England adopted free trade seventy 
years ago ij; was thought that her esample would 
kad to a general reduction of tariffs, so that at no 
distant date the reign of universal free trade would 
be established throughout the world. But time has 
^Isiffed the predictions of Cobden and Bright, 
Before the war England was the only impoitant 
country which still adhered to the principles of 
free trade. Since the conclusion of peace, not 
only have other countries revised their tariffs and 
made them heavier, but England herself has 
adopted some measure of protection against 
oroign competition. The Safeguarding of In- 
IS a frankly protectiqnist measure. 
If the Government of the day,” said Mr. Baldwin 
^reside^ of the Board of Trade) m defending the 
ill in Parliament against its critics, "saw that 
the country was faced with a flood of imports, 

< ^ difficult for them to say to the people, 

ahero is nothing we can do to help you.’ No 
Government faithful to its trust could neglect 
taking steps to protect employment in this 
coui^ry.” Mr. Baldwin made it quite clear that 
the Bui was not a war measure. " It was open- 
ing an umbrella to shield our own people.” 
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Ths esse for free trade rests oa the assump- 
tion that whatever promotes individual happiness 
also promotes the well-being of the whole com- 
munity, that there is no conflict between individual 
and national interests. “ Every individual,” says 
Adam Smith, "is continually exerting himself to- 
find out the most advantageous employment for 
whatever capital he can command. It is his own 
advantage, indeed, and not that of the society, 
which he has m view. But the study of his 
own advantage naturally or rather necesssanly 
leads him to prefer that employment which 
IS most advantageous to the society.”* The 
tariff history of various countries, sj ows that 
this doctrine of the harmony of all in- 
terests has never commanded universal accept- 
ance. And indeed it is difficult to see how 
the importation of dumped goods which rums 
national industries, or the exportation in laige 
quantities of food stuffs which laiaos the puce of 
food to the home consumei, are most advant- 
ageous to a community, though they may be most 
advantageous to particular individuals. Schmol- 
ler severly criticises the idea that individuals, 
classes and states, m their dealings with one 
another, aie diieoted by a Higher Power which, 
removing all conflicts, so regulates human mter- 
coarse that it conduces to the good of every one. 
The belief in the universal harmony of interests 
he declares to be ‘psychologicallyinsupportable’.*' 


* “ The Wealth of Nations," Bo"k IV Chapter II 
+ “ Gmndnss der allgemmiea Volk^wirtscbaftslehre " {192i> 
Vol. 2 p *700 
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Adam Smith was generally opposed to all 
lestrictiona on foreign commerce the object of 
which wag to give an artificials Stimulus to 
home industiies. Be was the greatest advocate 
of Eon-interforenco in industry. Bestramts 
upon imports he i^arded as either \iseles3 
oi injurious, and be insisted that the eonsu- 
mei had a right to buy m the cheapest market. 
Be says — 

“ To give the monopoly of the home market 
to the producer of domestic industry m any 
paiticulir art or manufacture, is, in some measure, 
to direct people m what manner they ought to 
employ their capitals, and must, in almost all 
cases, be either a useless or a hurtful regulation. 
If the produce of domestic industry can be brought 
there as cheap as that of foreign industry, 
the regulation IS evidently useless. If it cannot, 
it must gduerally be hurtful. It is the maxim 
of every prudent master of a family, never to 
attempt to make at home what it will cost him 
more to make than to buy. The taylor does not 
attempt to make his own shoes, but buys them 
of the shoemaker The shoemaker does not 
attempt to make his own clothes, but employs a 
taylor. The farmer attempts to make neither 
the one nor the other, but employs these different 
artificers All of them find it for their interest 
to employ their whola industry in a way m which 
they have some advantage over their neighbours, 
and to purchase with a part of its produce, or 
what IS the same thing, with the price of a part 
of it, whatever else they have occasion for. 
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“ What IB prudence in the conduct of every 
private family, can scarce be folly in that of a. 
great kingdom. If a foreign country can supply 
us with a commodity cheaper than we omselves 
can make it, better buy it of them with some 
part of the produce of our own industry, employ- 
ed in a way in which we have some advantage.”* 
The whole idea that the affairs of a country 
should be managed like those of a private family 
18 wrong. Private families do not become involved 
in great wars which may threaten their very 
existence, but nations do. A nation cannot leave 
the development of her productive powers to, 
chance, nature or " uneetem lieben Herrgott ”■ 
as List put it. The chief aim of the economic 
policy of a country should bo the development 
of productive power. In tho case of a country 
like India that is vast in extent and rich in 
natural resources, this aim will be best promoted, 
by national, not international division of labour. 

Apart from general considerations, thero is 
a special reason, based on the peculiar circum- 
stances of India, why every possible endeavour 
should be made to develop Indian manufacturing- 
industries. This will be beet stated in the words 
of the Indian Famine Commission of 1888 : — 

“ A main cause of the disastrous consequences 
of Indian famines, and one of the greatest diffi- 
culties in t ''0 way of providing relief in an 
effectual shape, is to be found in the fact that the 
great mass of the population directly depends on 
agriculture and that theie is no other industry 
from which any considorable part of the com-, 
munity derives i ts su p port. Th e fail ure of the 
•Jha yVealth of Nation*, Book IV Cnapter II 
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usual lain thus depnres the labouring classes, 
as a whole, not only ot the ordinary supplies of 
food obtainable at prices withm their reach, but 
also of the sole empolyment by which they can 
earn the means of piocaring it. The complete 
remedy for this condition of things will be found 
only in the development of industries other than 
agriculture and independent of the fluctuations 
of the seasons. With a population so dense as 
that of India those considerations are of the 
greatest weight, and they aro rendered still more 
serious by the fact that the numbers who have no 
Other employment than agriculture, are m large 
parts of the country greatly in excess of what 
IS really required for the thorough cultivation of 
the laud. So far as this is the case, the result 
must be that the pait of the population which is 
in excess of the requiromeots of agriculture eats 
up the profits that would otherwise spring from 
the industry of the community. It is not surpris* 
ing that in a country thus situated material 
progress is slow,” 

The introduction of a diversity of occupations 
will diminish the numbers dependent upon 
agriculture and thus render our famines more 
manageable. Even to-day, 30 years since the 
publication of tjie report of the Famine Commis- 
sion of 16S0, which first drew pointed attention to 
this asppect of the question, more than 70 
per cent, of our population are dependent upon 
agriculture. So many people are not wanted by 
the agricultural industry, and they are nof all 
fully employed there. The diversion of the 
surplus agricultural population to manufacturmg 
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indiistiies -will notp make agriculture less efficient, 
■while by creating material ■wealth in the to^wns 
the surplus agticuUutal labour would contribute 
to the well-being and prosperity o£ the 'whole 
community and of itself. 

Wduld a tafi^ assist tht deoelopimnt of 
Indian industries ^ 

It would not be useful to consider here how 
lar protection has succeeded or failed in the 
United States, Germany, Prance or the British 
Colonies, and it must be recognised that the 
industrial de'selopment of a country does not 
depend upon the tariff alone — it is largely 
influenced by such factois as the natuial re- 
sources of a country, the means of communica- 
tions, the availability of capital for large under- 
takings, and the presence or absence of skilled 
labour and of technical experts. A tariff 
IS at best an indirect means of assisting industries. 
But it IS an important means at the same time, 
for even when other conditions are favourable, 
the intensity of foreign competition may, as 
has been the case in India, prevent the rapid 
development of borne manufactures. In such 
a case, a tariff, by checking imports, creates 
opportunities which the home producers, if they 
are enteipnsiug, can turn to their advantage. 
That our producers and investors ate not slow 
to profit by such opportumties was abundantly 
proved during the war. We were obliged during 
the war to try a protectionist experiment on a 
small scale. The diversion of labour and capital 
in belligerent conntries from productive to war 
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employmeute and the shortage of shipping 
caused a serious and unprecedented shrinkage 
of the imports of foreign manufactured goods 
into India. The war, in fact, protected our 
industries. The result was a remarkable ex- 
pansion of onr manufacturing industries. The 
shrinkage of imports undoubtedly caused hard, 
ship to certain classes of our population, but it 
stimulated the production of all kinds of goods 
in India, and in this sense it was not an unmixed 
evil. The piogross of our industries since the 
war has been reviewed m a preceding chapter. 
It has been shown that many now industries 
were started during the war and that old indus- 
tries were enlarged and strengthened. It is here 
urged that the continuance of the now industries 
and the continued progress o! the old industries 
depend upon the adoption of some measuto of 
protection against foreign competition. The 
claims of the moie impoitant industries for 
protection are discussed below. 

The need for thfi establishment in India of 
industries of national importance was emphasized 
by the Industrial Commission. In paragraph 83 
of their liepoit the Commission said : — 

“We desire, however, to draw attention 
here to the necessity of securing the inception 
m India of certain very specialised and essential 
industries wl ich must be set up in this country 
at the earliest possible date, if grave dangers 
are to be avoided. Though in many cases the 
importation of technical specialists will bo suffi- 
cient to enable our local mdustiial capitalists to 
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get to work, there are a few classes ol articles 
produced only by firms which have attained 
efiiciency in their mannfactnie alter the experi- 
ence of many years and the expenditure of much 
money. The machinery and apparatus which 
they employ la often manufactured only by them- 
selves or to their own specifications, and its 
imitation in this conntiy is not possible, nor, 
were it posBihle, would this be eufCicient. There- 
fore, to attain its end, Government must take 
special steps to facilitate the manufacture of 
these articles m India. Among such industries 
we would include the production of such essential 
articles as magnetos, incandescent lamps, ferro* 
tungsten, ‘ high speed * steel, graphite ciHcibleil, 
special forms of porcelain for insulators, chemical 
glass, and probably also certain forms of ‘ heavy ’ 
chemicals, rubber and vulcanite. In other, 
countries, foreign firms have frequently been 
encouraged to start branches by the existence 
of high tarifi walls, there are also somewhat 
numerous examples of direct encouragement 
accorded to the establishment of foreign firms 
manufacturing lethal munitions, and we believe 
that there are several cases in which outside 
manufacturers have been helped to set on foot 
the production of articles needed in the interest 
of national safety, such as motor tyres and loco- 
motives. There are many other important 
manufactures, which, though they must be carried 
out on a large scale, involve no secret processes 
that any well-trained specialist should be unable 
to initiate, and in the inception and initiation 
of this large range of important industries^ ' 
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thp organisation -which -ws propose and the 
efforts of private mdustnaluts will be more than 
fully occupied for a long time to come. ” 

It may be pointed oat that the manufacture 
of explosives la interconnected with that of 
synthetic dyes and dti^s. Tha progress of these 
three essential groups of industries depends upon 
the development of the coabtar industry. At the 
present time India produces insuSicient quantities 
of coal-tar, but according to expert opmion, the 
mtroduotioQ of plant for recovering benezene 
and toulene from the cohe-oven gasses would 
make the manufaetuTe of high explosives m 
India a practical proposition. In peace time, 
benezene coaid be us^ for the production of 
dyestuSs. The manufacture of explosives, synthe- 
tic djes and drugs ID India is thus withm the 
bounds of possibility, and advantage should be 
taken, as far as possible, of a tariff to assist the 
establishment of these industries. The manu- 
facture of alkabes is very important in this 
connection and it should be protected. 

Large quantities of raw material are ex- 
ported from India every year from which essential 
oils, medicinal drugs and other articles are pre- 
pared Why these ra-nr materials are not worked 
up in India is due to ignorance on the part 
of our enterprisers of the natural resources of the 
country, lack of information about appropriate and 
profitable methods of manufacture and the cheap- 
ne s of the corresponding imported article. Some 
prpgress has been made in soma of these indus- 
tries, e g-, the pressmg of oil seeds and the 
manufacture of soap, but there is great scope fo^ 
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further espansion, and the imposition "of pio- 
teetiye duties on such imports should encourage 
theiT manufacture in India. There is very httle 
reason "dThy India shonld import paints and 
varnishes. The taw mateiiaU for making ordi- 
nary paints are all available m India, while as 
legards varnishes, theie is no lack in India of 
imseed oil, turpentine and turpentine substitutes. 
Otliei new industries which deserve encouragement 
and which would benefit by protection are those 
which produce brushes, buttons, glue and gelatine. 
In each case abundant supplies of suitable raw 
materials are available in the country. 

Among industries which owe their ozistence 
or their present position largely to the war. and 
which would gam by protection, the making of 
class, hardware, cutlery and Portland cement may 
he mentioned. “ The glass industry,” says the 
lilunitions Board’s Indvitnnl JTana-&ooft, ” has 
come to stay ”, but, without aid fiom the State, 
j.t is likely to make very slow progress m the 
future. The State aid to this industry might 
both be direct and indirect. The progress of the 
industry dming the war was due to the absence of 
foreign competition. The revival of foreign com- 
petition in an intense form, with the gradual 
return of normal conditions, would be disastrous 
to the industry. The manufacture of hardware 
and cutlery also received a gieat stimulus during 
the war, hut their survival under peace conditions 
depends upon the quantity and price of foreign 
imports. 

Among the older industries, paper stands la 
Immediate need of protedUon,' thiugh protection 
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18 only one of the ways m which GoTernfoen® 
can help this industry The growth of the tan* 
ning industry makes it possible to manufacture 
boots and shoes in India on a large scale, add in 
time, with the help of a tariff, India ought to 
become independent of the imported article 

The most important of our mill industries is 
the Bombay cotton industry. It has been said 
that the Indian cotton industry is no longer in 
the infant stage, and that ita development in the 
past without the aid of protection shows tb^t it 
can do without protection Mr A C Coubrough 
in hia “ “ Ncte$ on Indian Piece Goods Trade ” 
says — 

“ The steady progress of the Indian cotton 
mill industry shows that a protective tariff 'was 
not necessary for its development and that the 
countervailing tax did not prevent this develop* 
ment On the other hand, the impositioo of 
higher duties on imported piece goods has not re* 
duced the amount which India has spent in recent 
years on such goods It does not appear that 
high tariffs are responsible for the smaller yardage 
of imported goods purchased by India It is high 
prices that are responsible, caused by high fates 
of wages and absurd inflation of capital 

It can, however, be urged that the progress of 
the cotton industry, if it had been protected, 
would have been more rapid still Again, we 
liave to remember that about 75 per cent of ®he 
imports of cotton goods into India are 
competitive In respect to these imports 
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Indian mdustiy ib still m the infant stage. It is 
only recently that Indian mills have begun to 
8pm higher counts, and it is to be hoped that 
they will become increasingly able to produce 
finer varieties of goods It is a matter o! grave 
concern that at the very time whan increase m 
the demand for finer cotton fabrics made m India 
would have encouraged the Bombay mills, boycott 
of all cotton cloth ezcept made by the 

charkhd has been started. The boycott of Indian 
mill cloth, however, can never be successful, and 
duties on cotton goods which would encourage the 
consumption of Indian mill cloth by raising tho 
price of impovted cloth would be of material 
assistance to the Indian industiy. In view of the 
enormous imports of cotton goods (valued at 120 
cxores m 1920'21) it may be said that any scheme 
of protective duties which did not include duties 
on cotton cloth would be incomplete. 

Some Objections Consibereo. 

1, — Protection rdises Prices- 
An impoit duty 13 paid by the foreign pro- 
ducer when the country imposing the duty is the 
sole market for the goods tazed, and secondly, 
when demand is so very sensitive that even a small 
rise in price will be followed by a great reduction 
m the amount sold. The cases, however, m which 
a country has a monopoly of consumption are 
rare, and though usually a rise in price diminishes 
consumption, the bu^en of import duties is 
ordinarily shared between the home consumer 
and the foreign producer. It cannot, therefore, 
be denied that the effect of protection is to raise 
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prices to the consumer. But whether a iiss irr 
price caused by an import duty will be permanent 
Or not depends upon the nature and amount of 
the home production. 'Where the home market 
IS laiga and conditions for the development of the 
borne industry aie favourable, the growth of 
internal competition may eventually lower prices. 
Of such a fall in prices under protection several 
examples are furnished by the tariff history of 
America. Protection was granted to the tin-plate 
industry in the United States of America in 1890. 
Immediately after 1890 the American price ex- 
ceeded the foreign price by the full amount of the 
duty But when imports ceased about 1695| 
prices were not higher in the United States even 
by the amount of the loweied duty of 1894. 
“ Some difference in price>” says Professor Taussigr 
“ remained, chargeable to tho duty, but held in 
check by competition among the domestic pro- 
ducers, and apparently m piocess of continuous 
reduction — a reduction made possible by the de- 
cline in the price of crude stool About the 
price of steel rails uudei protection Professor 
Taussig says — 

" Hera again the protectionist will point with 
pride, and this time with pride more clearly 
^stified The object of protection to young in- 
dustries — the ultimate fall m price to the foreign 
lo'sel — seems to have been attained.’’ t 

It may also be pointed out that the poorest 
classes of the Indian population would not j 


* ‘ fcome Aspects of the isnfi QaestiDu, p 179 
Jbid p 111 
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much affected by a tanff. The major portion of 
the income of a poor man in India is spent on 
food (60 to 70 per cent.)* As regards clothing, his 
consumption of the finer qualities of the imported 
cotton cloth IS very small. This point is often 
Ignored by the advocates of free trade in India. 
Mr. Coubrough says : — 

“ The recent increase in the import duty on 
cotton goods has a similar effect, vtg., that the 
consumer has to pay more for the class of 
goods on which the duty is levied, whether they 
are impoited or whether they are home made. 
An increase in duty does not necessarily mean a 
reduction in imports. Tiade follows established 
and natural ohannels, and the effect of an increase 
in duty from df to 11 per cent, such as has 
recently taken place m connection with piece 
goods cannot immediately cause a diversion of 
trade from old established channels.’* 

Mr. Coubrough objects to protective tariffs 
also for another leason. He says — 

“ The effect of protective tariffs is undoubted- 
ly to increase the profits of manufacturing con- 
cerns producing similar goods in the country im- 
posing the duties. To a certain extent such 
taiiffs may be justifiable, m that they enable 
capital to be accumulated for the development of 
indu=tries, particularly in countries where a sur- 
plus of raw material for their continued develop- 
ment exists. Excessive profits bring trouble in 
their train. Periods of over-prospeiity are 
followed by periods of riotous speculation, by 
- t llot«s oiv Indian Piece-Goods Tnde page lo 
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periods of oxcesswe mete&so m produetion and, 
finally, by petioda of severe depression.” 

It must be admitted that the effect of, say, a 
25 per cent, duty on imported cotton goods would 
be a rise in the prices of such goods and of goods 
produced by the Indian mills. But the poorest 
classes of consumers would not be much affected 
by the rise in prices; the chief suffereis would be 
the middle and thd upper classes. Most of the 
village people in the Punjab, and this IS the case 
in other provinces also, use coarse cotton cloth, 
very often home spun. It is generally for festive 
occasions, oi for the head dress, that finer fabrics 
are used. Again, the growth of the sentiment in 
favour of Swadeshi cannot be ignored in framing 
our fiscal policy. So fat from being objected to, 
protection of the cotton industry would be weN 
corned by the country as a whole as an ally of 
Swedeshi. It is difficult to think that heavy, 
though not prohibitive, duties on cotton goods 
Will have no effect m reducing the volume of 
imports. An increase of duty from 3 Ho 11 
cent, may not be sufficient to cause “ a diversion 
of trade from old established channels,” but 
higher duties may well produce that effect. One 
may also look forward to a great expansion of the 
home industry under protection. As Mr. Cou- 
brough admits, protection, by increasing the 
profits of the home producer inakes it possible 
to accumulate capital for the development of 
industries. There aie signa of the accumulation 
of such capital m the cotton industry. In view 
of the progreas of the Indian iron and steel 
industry, and of the manufacture of textile maohi- 
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nety and acoessoriea in India, and the apail- 
ability of abundant supplies of raw material m 
the country, the field for the espansion of the 
home industry seems to be practically unlimited. 
It may be expected that, as in other countries, tho 
growth of internal competition may eventually 
lower prices, though id the beginning prices will 
be high. And even if the rise of prices causes 
hardsnip to certain classes of the population, the 
necessary sacrifices must be made with the object 
of developing productive power and laying the 
foundations of greater prosperity in the future. 

2. Profecftoft may lead to combtnahen 
among the protected manafaciurers %n order to 
motniatn a quasi-monopoly price. 

A combination is not necessarily an evil, 
though a monopoly is. Combinations are the 
inevitable products of the modern system of large 
scale production. They exist in free trade as 
well as protectionist countries, though it cannot 
be denied that protection encourages the growth 
of combinations But it may be questioned 
whether combinations formed behind a tariff wall 
can maintain for a long time a quasi-monopoly 
price. Professor Taussig says i - 

“On the other question also, that of the 
development of trusts under protection, the free 
traders have often overstated their case 8ur« 
veymg the course of events in the three industries 
for which the connection between protection and 
combination has been considered, steel rails, tin 
plate, and sugar Tefinii^, the outcome cannot be 
said to confirm tbs doctrine that the tariff nur- 
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tures monbpobes permanently. Protective duties, 
high enough to ehut out foreign competition, do 
tempt to the formation of a combination ; and 
they do make it easier for the combination, when 
formed, to laise prices and secure abnormal 
piofits. There is here no small charge m the 
debit account against protection. But m the 
long run the situation did alter ; no one of the 
combinations waa able to maintain indefinitely 
a price raised by the full extent of the duty. 
Domestic competition did set m, and brought the 
pi.ofi.t9 and pncea much below the level which full 
exploitation of the tariff would have caused. 
Gradually the effect of the protective tariff in 
supporting combination melted away, and the 
trust problem piesented itself unveiled and bare. 
Such IS likely to bo the general drift. The 
industiial mfluenco of the pictective tariff tends 
to become less and less , but the inaich of great 
scale production proceeds apace.” * 

S. Protection will encourage Snhnh firms 
to establish themselves in India in order to get 
the benefit of the tariff. 

Even without a taiiff British firms are 
erecting, or have decided to erect bianch works 
in India The industries chiofly affected by this 
movement are iron and steel, aluminium, copper, 
cotton textile machinery, motor engineering, steel 
pipes and tubes, electrical machinery and ap- 
pliances, cement and paper. A great amount of 
British capital is already invested in Indian 
woollen, leathei jute and other mdustiios, and 
* ‘ Sotae ot tho lanff Qoeatioo, p 189 
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tea and other plantations. From an extremely 
paiochial point of view objection may be taken to 
tbe investment of forragn capital in India, but it 
18 evident that it gives employment to Indian 
labour, and so fai as it enlarges the sphere of 
internal competition, it must tend to lower 
prices. 

4, The growth of power indu$trtes unde^ 
protection will injure the cottage industries. 

Hand industries and the cotton handloom 
industry have a recognised place m our economic 
system as cottage indu>tiies Cottage industries 
should be encouraged as they are an important 
source of livelihood for tnillions. of oui people in 
the villages But it would be an act of folly to 
sacrifice industries which use machine powei for 
the sake of the cbarkha Nothing can bo done 
to protect the cotton handloom industry against 
the competition of Bombay mills The boycott 
movement has revived hand spinning, and the 
hand-ueavers did well during the war But as 
mill production increases, the hand weavers will 
find it more and more difficult to hold then own 
against m U competition There is, however, 
considerable demand foi then products as they 
make designs wnich suit local tastes, and there 
IS no reason to fear that they will disappeai soon. 
But whether they disappear oi not, the interests 
of our large manufacturing industries cannot be 
sacrificed for then sake. 

Export Duties 

The effect of an export duty is to restrict 
exports. An export duty is paid by the foreign; 
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consumer when the exporting country has a 
monopoly of production and the foreign demand 
IS inelastic. But cases of complete monopoly 
are very few, and it is very often possible to 
find a substitute for an article whose export is 
restricted by a tax Bven tho foreign demand 
for our jute cannot be said to be absolutely 

luelastic .this 13 shown by the growth in the 

use of substitutes for jute m Germany during the 
last five or SIX years* There is, however, little 
arm in imposing expoit duties on selected 
articles for revenue purposes. With the ex- 
ception of an export duly on wheat, the use of 
export duties for any purpose beyond this cannot 
be recommended. India is a debtor country, 


,* m GeriBAn; donoc th« war to find* 

Mtjsfftdor .ubsti at« forjof* arode«nb#d is ft publication of 

3 , Frag* i*r Ht^tU^ersorgvng der 

Jnduitrx* by Dr M««d»leoo Wilim* 1920 la 
G«nn»ny importrd from India raw luto 
<’7ni%so '***'rL 1“^ •nanafactorM of tho Talne of 

ibises rhe«e imMrto erased aftor the outbreak of war The 
n«cquent ri e in tn* pnco of jute caused some industries to 
^ lute alto’ether cotton corn ard som* other 
producta were transported without any jute coTennsr But this 
Tvne, ^ AA" 1 German indn frialnta scientists 

busisd th mselees to find suitable Er^itzstoffe or subshtuUa 
lor jute Paper and the teztile materials flar and hemp were used 
tor making sacks to replace jnteaacbs Packs made from flax and 
Hemp are high and they can be sr-ed oolj m tbe transportation 
ofTalnable products ae flour saearaod ^d staffs The paper 
sacks are cheap and we are t Id that ‘ in conseqence of fta. 

eapness paper IS destined tobe largely used* for this parpose 
particnlariy in tl e cemei t Industry But tbe disadrantase of the 
paper sack IS that it esn be u«cd only once, which howerer sares 
tbe worry and the cost of retoming the empty sad s The most 
important substitute for jute u » kmd of textile yarn called 
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and it IS necessaiy, if she IS to remain a solTent 
country* to preserve an excess of exports over 
imports at least equal to the amount of the Home 
Charges. In View of this fact, it would not be 
wise actively to discourage the exports of raw 
materials from India for any reason. 

Japan, the United States of America, France, 
Italy, Belgium, Germany and Austria Hungary 
(before the war) ate important purchasers of our 
raw produce, but, with the exception of jute 
manufactures, they take very little of our manu- 
factured goods. Only in tbe case of jute, 
manufactured exports are of a greater value than 
those of the raw product. Only m the case of 
Taw jute a duty on exports can be imposed with 
advantage, if foreign countries impose heavy 
duties on jute manufactuies. Tbe general prin- 
ciple as regards taxes on exports of taw produce 
may be enunciated that, m view of out debtor 

‘Teziilo fganie , iaaDtifa«tur«d from paper and cottoa or juts 
cuttings Tbe mancfsctnie of thu jara hu incteased tapidl; in 
Germanj eo ibat at tt e present tiu e tbe prodnctioa m abeadj 
one fifth of tbe German jnte njstiitfcicture in the pre war js&i 
J913 Sacbe made from true tnatenal sie inferior to jate sacks 
in resisting dampness, bat in other re-peets, puitieoUrl; Oirabilitj, 
tbej about tqaal in rsloe to jote sactm, if the; do not actualij 
snrpass them. To judge of their quality certain expeiime ts were 
tned “Sacks filled with ceiLrot or with artifici.l manure were 
made to fall from ft reitical position on ft cemented Soor from » 
height of two metres The resnlU wen as foUows 

Out of SIX jnte eaeka filled with cement, hoist 

1 sack after being thrown ten umeet 

2 sacks after being throrrn down two times 

Oot o) SIC teztiloee aaeka, 

1 sack after being thrown eight times, 

2 sacks after being thrown down three times ‘ 

(p 57,foct-nctej 
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positioQ, it would not be advantageous to tax 
exports of a raw product unless exports of the 
manufactured article ate of a greater value than 
those of the raw product. 

Imperial Pre/erence. 

The chief object of Imperial Preference is 
to stimulate demand for British goods in India. 
Fifty years ago the United Kingdom enjoyed 
practically a monopoly of the Indian import trade, 
but in leoent years, owing to the growth of 
foreign competition, she is finding it difficult to 
retain, her hold on the Indian maiket in soma 
branches of the trade. The decline in the demand 
for Britisu goods id India and other countries 
IS «howQ by Table B given at the end of this 
chaptei. 

Before the wav Germany was Great Bntain’s 
most foimidable commercial rival m India. Th^ 
war eliminated Germany, but there has been 
a very considerable increase in the imports 
from Japan, and the United States during the 
last SIX yeais , the possibility of the revival of 
German competition, aided by a depreciateJ 
turrency, cilnnot also be overlooked. The share 
of Jjpan and the United States in our export 
trade has also increased. The Imperialist would 
devise “ methods whereby the vast stream of 
India’s exports can be utiLsed to further Imperial 
interests.”! He does not object to India develop- 
ing her manufacturing power to the utmost, but 
in carrying out such a pobcy he asLs us not to 
forget that "the interests of Great Britain are 


1 ‘ lodu ftnct ihe Emiaft" 31 Je P. W«tb (1908}, p. 89 



PBOIECnON FOB INDIA 479 

j)ararmour>t The Imperialist would encourage 
the export of raw material to Great Britain by 
imposing preferential duties on our exports (the 
export duty on hides and skins is an example), 
and he would certainly do nothing to check 
British imports into India. 

But the first propsoition that we can lay 
down in connection with tariff rcfoim is that 
tariff changes should be considered primarily with 
regard to their effect on production and consump- 
lion in India. The interests of India are 
paramount. We have our own idustries to 
develop. From the point of view of the Indian 
oonsumoi there is little to choose between a 
protective and a perterential tariff, for perferenoe 
will raise puces as surely as protection. But 
while a protective tariff might conceivably assist 
Indian industries, preference would raise prices to 
the consumer without confeitvng any large benefits 
on the Indian producer. 

British competition. 

The present writer is definitely of opinion 
that protection will encourage the development 
of Indian industries, and that the reform of the 
Indian tariff should be undertaken with that 
object in view. But it should be distinctly 
understood that a protective tariff will help out 
manufacturers if it protects thorn not only against 
foreign but British competition also. As a matter 
of fact, our industrialists want protection against 
England more than against Japan, or the United 
States or Germany, and from their point of view 


Ibid, p 159 
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the distinction made by the adTocaies of a 
ferential tariff between foreign and BfJtish 
competition has no meaning. In the case of 
the cotton inoustry, the real competition is 
belTveen Indian zntlls and LancasbiTe, apd a 
tariff ■would be of little use if it checked the 
imports of Japanese hosiery, but had no effect 
on the large amount of cotton piece goods 
imported from the United Kingdom. Our princi- 
pal imports still coma from the United Kingdom, 
though ID some branches of trade Japan and the 
United States occupy a predominant positioo ™ 
our markets. Out of 71 articles giren in Table A 
attheendof thechapter.mthecaseof no less than 
66, British imports are 40 pet cent, or mofe, of 
the total imports Even as regards the remai&mg 
15, excepting matches, cotton hos)ery,and buttons, 
British competition cannot be ignored It tbare- 
fore follows ti at if India is to have a protective 
tariff, and if protection is really to protect Indian 
industries, means will have to be devised to 
restrict British as other imports. 

The quetlion of rrtaliafton 
The question of a preferential tariff 
considered by Lord Curzon’s Government m J903. 
One of the grounds of Government’s unfavouf^hle 
decision was that the adoption of a preferential 
tariff by India wonld lead to retaliation on the 
part of foreign countries The articles of •^hicb 
India has a complete monopoly are small m 
number and, as the Government of India stated 
m their letter to the Secretary of State (dated 
October 22, 1903), the greater portion of our 
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exports “ compote successfully in foreign marketB 
by reason of 'heir cbeapness rather than of their 
quality or kind.” The articles of which India en- 
joys a partial or an absolute monopoly are opium, 
mdigo, myrabolams wioAicti, jute manufactutes, 
teak wood lac and hU The value of these exports 
in 1913-14 was 28*4 per cent, of the total value of 
exports (19'2 per cent, in 1919-20). The articles 
in respect of which wo enjoy a modified monopoly 
are rice, hides and skins, oil seeds (excepting hi 
and mohwa), drugs and spices, and the exports of 
these articles formed 25*1 per cent, of our total 
exports m 1913-14 (29*1 per cent, m 1919-20). 
It thus appears that m regard to about half of 
our exports (47*5 per cent and 51’7 per cent, in 
1913-14 and 1919-20 respcctivelj) we possess no 
monopoly of any kind, and if jute manufactures 
ate excluded fiom the list of monopolised articles, 
the pioportiou of our exports in respect of which 
wo enjoy no monopoly increases still more (58 
per cent, and b7’8 por cent in 1913-14 and 1919- 
20 lespactively) There are thus good reasons 
for thinking that foreign natrons possess some 
power of retaliation. 

The danger of retaliation is not avoided by 
adopting a protective instead of a preferential 
tariff, but there IS this much to be said for pro- 
tection that it will not actively discourage ex- 
ports to foreign countries outside the British 
Empire, which IS one of the chief objects of pre- 
ference, and that for the risk that wo shall bo 
taking, it will materially help in the development 
of our mdustries. A preferential tariff will be 
of very little advantage to our producers as it 
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•Will not pToteot them t^ainst British competition, 
it IS certain to mflict loss upon our exporters as 
it -will prevent thorn irom selling their produce 
in the best market, and it is certain to injure the 
consumer by checking tbe imports of Japanese, 
German and American goods 

The Balance of Trade. 

Our exporta to foreign countries are of a 
much greater value tiian imports from foreign 
countries In 1919*20 the excess of exports 
over imports amounted to no less than 
£ 90.241,000 Before the war, our trade with the 
British Empne altvsys gave us an adverse 
balance During the war, exports to the British 
Empiie inoLoased, but this increase is not such 
as to encourage the idea that a great part of our 
export trade can be diverted from foreign countries 
to countries wit m the Empire. In view of out 
debtor position, wo cannot afford to neglect the 
great foreign maikets for our exports. If the 
full piogramme of Imperial Preference were 
adopted, with preferential import as well as 

The rep rt of (be Irdi-ia Fi»«tl «.omni<e ion hie Just been 
publ sbei A brief RuciTOwy of ihe report 14 gireu b-*low 

Oq the toniF policy of tie Goremmeat of Jodis the coo 
clu'ion of the Comrnleiion i« Mated in tl e follo*in™ word* — 

* We reel mtnead I I tbe beat interesra of India (he adopt on of 
a poll y of protection to be appi ed with diacnmination alonfr 
the \ine« indiealed in this report rbe decision in faronr of a 
policy of pmtrctioo rat^'er (bau of free trsdo i< based on a esrefni 
analysis o' the probable ^stn and loss in Chapters IV, V and VI 
It 15 shown thit the indsstnal deTelopmeoC of India has not 
been cun'men^nrate with thesze of (be conntry itl populat on 
and Its natural resources, and that India will derire great sdrant 
a^es in many directions from a considerible derelopmeLt of 
ladian lodustries It is shawa that *he exercise of discnminstion 
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tries would declme, and the balance of trad» 
would turn against u^ 

A Table showing the percentage of British imports 
ta total imports tn 1919-20, 


Articles 

Per 

Articles 

P»r 


cent 

cent 

Apparel 

54 

Cycles and accessories S6 

ArtiBcial silt piece 


Drugs and rrediciaes 

54 

goods 

94 

Dyeing and tanning 


Beltias for machinery 88 

substances 

40 

Foots and shoes 

41 

Eartberware and 


Brushes and brooms 

47 

porcelain 

39 

Buttons 

. 9 

Electroplated ware 

94 

Candles of all kinds 

62 

Flax niaculactures 


Carnages and cart 

67 

Dclnding tnist 


Cement 

87 

and yarn 

80 

Chemicals 

77 

Fuinilure and cabi 


Cigarettes 

74 

netware 

49 

Clocks and watches 

2S 

Glass and glasswaie 

18 

Cordage 

85 

Gums and resins 

61 

Cork manufactures 

71 

Hab-idashery 

A7 

Cotton goods inclu- 


Haidwaxe 

49 

Ging twist and 


Hemp manufactures 

35 

jam 

87 

Instruments 

53 

Cotton hosiery 

7 

Ivory manufactures 

5V 

Cutlery 

32 

Jewellery 

77 


l<7 That nn preference be granted 09 soy article witboo'’ 
the appruTal of the Lesislataie 

\b That \ o ptefe-ence »WiM la anj way din inish tti« 
pro diOT) reqni ed by IndiiD indostriee 

(o\ That preference sboqld not WTolre any appreciable 
econo i" loss to India after taking iat"> account the econofi'i'r 
gun wh o' India derirea from the prefercoce granted her by the 
InduQ QoTernoieDt 
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Jute manufactures 
including twist 
and larn 

Leather manufac 
tures 

Machine y 
Matches 

Mats and mattings 
Metals total 
Motor cars and 
motor cycles 
Sssential oils 
Mineral o Is 
Vegetable oils 
Oil cloth and floor 
cloth 

Paints etc 

Paper and pasteboard 
Perfumery 
Pitch tar etc 
Poli«hes 

Printing presses 
type 
ink 

Prints engravings 


Per Articles Per 

cent 

Provisions 7? 

Railway plant etc 90 

88 Rubber manufectures 55 
Ships parts of 94 

75 Silk manufactures 
66 including tw st 
7 and yarn 7 

’h Smokers requ sites 4 

68 Soap 92 

Stationery esclud 

19 mg paper 61 

45 SticU whips etc 60 

7 Tea chests 49 

98 Telegraphs mate 

rials for 62 

63 Tel phones mate 
82 rials for 64 

d 41 Wool manufactures 
55 including mist 

94 and yarn 86 

^«<iui ites 42 

53 Toys etc 19 

86 Umbrellas etc 48 

81 ax of all kinds 15 

Wood manufactures 43 

69 





Norway — lSTe 80 27 6 

1913 29 S 

Netherlands- lasl 85 29 3 

1913 30 2 


PROTECTION FOR INDIA 


487 



Central America— 1901 oS 
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An Export Daty on Wheat. 

The rise of prices oporates as a tax on wages. 
The wage caruor tries to shift the tax to his em- 
ployer , whether ho will succeed in doing so deponds 
on many conditions. When the demand lor labour 
19 increasing, money wages rise, and pait, or 
even the wholo, of tho tax on wages is paid by 
the employoc. But if the demand for labour 
JS stationary, the wage earners must bear the 
tax, unless, rathsi than accommodato themsoWes 
to a lower standard of living, they ate willing 
to reduce their numbers. It is well known that 
m Western countries a close connection exists 
between rising and falling money incomes on 
the one hand and rising and falling marriage 
rates on the othei. In India, however, thoie 
IS very little connection between the marriage 
rate and the money income of any class. People 
here marry as a matter of religious duty ; by not 
marrying, it is thought, one endangers one’s 
prospects of attaining salvation Bather than 
take such a serious risk, every body m India 
marries, and marries early, be he rich or poor. 
The rise of prices, thus, does not affect the 
maiTiage rate in India, and it does not reduce 
the numbers of any class of wage-earners. It 
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follows that Unless the demand for labour in- 
creases, the rise of prices must lower the standard 
of living of the labourei. He must give up the 
consumption of the finer qualities of food grains, 
of ghee, milk and other necessaries of efficiencj. 

Our study of prices in the early days of 
British rule in the Punjab has shown that 
the gradual rise in the price of wheat and other 
food grams was chiefly due to the linking up of 
the markets in the interior by means of the 
railway with Karachi and Bombay, which faci- 
litated the export of gram to Europe. The 
continued rise in the price of wheat id more 
recent years is also largely due to the same 
cause, that is the grouth of the export trade. 
Indian uheat docs not much compete with wheat 
grown m Kussia, United States, Argentina and 
other great wheat growing countries ; it is 
requited in foreign countries only to supplement 
deficiencies “Apart, theiefore, from general 
conditions affecting the supply, " says the Beport 
on fAe Jngutri; into the Rise of Pnees, "exports 
are subject to violent fluctuations arising out of 
variations m the supply m other countries. In 
one year the demand will be very large and, 
even if the Indian harvest is abundant, prices 
will rise, m the following year, the foreign de- 
mand may ba largely reduced owing to abundant 
supplies flora Kussia, the Umted States and other 
exporting countnes, and, even if the harvest m 
India be deficient, prices might fall. TheEuiopean 
demand, therefore, excercises a very import- 
ant influence on the price of Indian wheat. ”* 


P Jl4 
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This may be shown by a few examples. In 
1891 the wheat harvest iq India was exception* 
ally good, but to meet a strong demand from 
Europe more than 18 per cent, of its total pro- 
duce was exported, and prices in India lose. In 
1892, in spite of a poor harvest, prices did not 
rise, thanks to the decline in the European 
demand. In 1895 the Indian crops were below the 
noimal, but out of the restricted supply a large 
quantity n as exported to foreign countries, and 
prices rose. In 1901 puces were high on account 
of famine, but in the following year prices fell 
owing to a decline in the European demand. 
Erom 1904 to 1907 the production of Indian 
wheat was above the normal, but still prices rose 
steadily in sympathy with the rise in foreign 
prices. Of the rise in prices in 1910 and the 
following two 01 three years the same explanation 
IS to be given. “ The price of v\ heat in India 
has, with some occasional falls been rising in 
recent years, notwithstanding the increase in 
the supply available for internal consumption 
This is explained by the rise in world markets. ”*■ 

It ttns appears that one of the most import- 
ant causes of the rise id the price of wheat in 
India 18 the increase m the external demand for 
wheat. It is important to remember that while 
the percentage of exports to the total production 
in the case of rice and food grams in general is 
small, m the case of wheat it is considerable. 

The wheat exported is described as a ‘surplus,’ 
but it 15 not a euiplus m the sense that congumeta 

•Ibid.p 116 
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of wheat in India do not want it. In good years 
India pioduces, on an average, abobt ten million 
tons of wheat ; allowing for an export varying 
between li to million tons, we have 8,500,000 
to 7,500,000 tons left for internal use, including 
sij, 1,000.000 tons for seed for tho next year’s 
oiop • It is estimated that one ton of m heat, 
making all necessary allowances, will feed on tVe 
aveiagi. uwe persons foi a year. Thus 0,500000 
to 7,5000,0 0 tons will feed a population of less 
than 40,0 <0,000 in a year. But the wheat eating 
population of India is estimated to bo more than 
100,000,000 persons.* Tho wheat exported is 
theiofoLQ not a surplus in tho sense that there is 
no demand foi it m India Poor people, how- 
ever, finding that the price of wheat is high and 
they cannot adord to buy it. substitute coarser 
glams foi it in their consumption. The higher 
the piice of wheat, tl o gieator is the inability of 
poor people to buy it, and the greater is the 
amount of tho “surplus” That tho wheat ex- 
poited from India is not a auiplus Ml tho roal 
sense, that is, a sutplus over and above the 
lequnements of the people, is aUo shown by the 
fact that the amount of the “surplus” varies 
from yeai to j ear according to the vaiying demand 
of foreign countries. 

The problem of controlling the price of wheat 
and tho coarser grains m India is really the 
problem of regulating the amount of this “surplus”. 
In no other way can price bo controlled. When 
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Lahore was under Martial Iiaw in 1919 an 
was made to fix the price of wheat b. 

»nd tile result was that toi a fett iJ. thnl 
no wheat to be had m the o.ty for love or moZT 
It would be infinitely mote difficult to fix prices in" 
every part of India and to make people buy and 
sell at tlose piioos. If, however he m. ' , “ 
eaporl duty, the Indian cult.vati diseom°a4d 

from selling his wheat m the foreion market fh^ 
supply of wheat retained in the eouofry w fl ,n 
orease and prices will fall Treduty should nolTe 
fined in amount, but »aiy according to a shLg 

scale, the amount of the duty bung detoi mm^f 
fiom time to t,m. with refe.Loe to®th„ ‘c™ e pi 
wheal piiees m India and foreign ceuntr.es. 

iho quioStion of an export duty on food it, n,„c 
generally was considered by the PucftR 
Committee of 1910. Of the fivoaLm.f!i ^ 
an eaport duty given below tie first f“m™e 

^eaTd.^”“-”-““' 

prodLLn aT,d°o“ate ‘^»”r»»mve'which°,°°”r!lr 
Upon in timts of scarcity. This rnRoi- 
tends to pie>eut prices Lng to 
they would otherwise do.” 

{-). ‘Ihe effect of foioign trade PonenlK 
13 to Steady prices in India of the co2^nlod? 

entering into international commnrP, 

them fiom falling to a level lower thanIh“V“f 

Which the commodities can be proStabh 

or from rising to a level big or^than that at wh 
they can bo pr ofitably imported. The tariatf™, 
•Qu» tfrly IJeview JoJj 1»15 ~ 
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IQ prices are, thus, greatest iq those commodities 
which aie not affected by European trade, e.g., 
]owar, bajra, ragi, etc.” 

(3) . If prices fell “it would no longer be 
profitable to cultivate the icfeiior lands, which 
would thou soon go out of cultivation, and there 
would be a permanent decrease in the produce of 
food-giains m India, and in consequence a rise in 
the prices.” 

(4) “ If a prohibitive export duty were to 
be levied in good yeais, the stocks of grams would 
accumulate and gram prices would fall. The 
cultivators who form about two.thirds of the 
population of India would be poorer by the 
difference between the pneo that would prevail 
aftei the imposition of the prohibitive export duty 
and that which they would have otherwise 
obtained.” 

(5) A deciease in exports, caused by an 
export duty, according to Mr. Moreland, “might 
so far affect the balance of trade as to threaten 
the security of the gold standard of currency, 
now the corner-stone of India's financial 
policy. ” 

It should be noted that it is admitted that the 
curtailment of the exports of food grams m good 
years would lower their prices. On this point 
Mr. Moreland says: — 

“If the action of the State stopped with 
the prohibition of exports, the situation would 
be clear. Within the country there would be 
a large surplus of food, and there would be no 
taeans of getting rid of it. Prices would, there- 
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'fora, fall subatantially; and cheap, perhaps 
very cheap, food would be assuied to the people.” 

An export duty on food giains js opposed, 
not because it would not achieve its puipose, but 
because it is thought that the sum total of the dis* 
advantages arising from it would exceed the sum 
total of the advantages. We may now deal with 
-the arguments against the export duty one by one. 

(1) It must be admitted that, chiefly owing 
to the export trade, the production of food giaios 
in India has increased. In a normal year more 
IS produced now than forty or fifty yeais ago, 
when the amount of food grains expoited was 
small. In this sense the export trade may be 
said to have created a reserve whioi we can 
draw upon in times of scarcity. But chiefly 
owing to the export trade again, in spite of 
the increase in the area under cultivation and 
iQ the production of food giams, tho prices of 
food grains, m years of good ramfall, are now 
generally higher than they were formeily vn 
•famine years, and in years of scarcity they rise 
still furthei. Foi example, the annual average 
price of wheat for the Punjab and N. W. F. 
Province, from 1861 to 1870, was never less than 
12 seeis for a rupee, except in one year, 18b9, 
when it was 1199 seers; during 1871-1880 the 
average was never less than 13 seers, except 
m 1879 when it fell to 12*92 seers; during 
1881-1890 it was less than 15 seers only in 1887 
when it was 14*89 seers ; during 1891-1900 it 
fell to 10 42 seers in 1900, but it was higher m 
'Other years. The average, which was fairly high 
from 1000 to 1915, fell m the latter year to 
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8‘8 seeis per rupee. In December 1917, the 
price o£ wheat m the Pnn]ab was 8*1 seers per 
rupee, in December 1918» 6*4 seers and m January 
1921, about 4 seers. How is it that jn spite of the 
reserve which the export trade has undoubtedly 
created, the price of wheat m recent years has 
been much higher than it ever uas ? It is not 
because the internal demand for food has in- 
creased more rapidly than the food supply. In 
part, of course, the high prices of wheat and the 
coarser grains are due to the geneial depreciation 
of the rupee, and even if the export of food grams 
were totally prohibited, prices would not fall to 
the level of, say, 50 years ago. But this is so m 
part only. Cuitailment of imports, as is ad- 
mitted, would lower prices. 

It cannot be denied that if the "leserve, ” 
which 18 drawn upon in times of scarcity, and 
which the export trade has created, entiiely dis- 
appeared, prices would rise. But, as is aigued 
below, it IS not necessaiy that the impoeition of 
such a duty as has been suggested, should have 
that effect. 

{.d) The ductuations ID the prices of inferior 
food giaiDS which are not largely exported are 
greater than those in the price of wheat. But 
we should not forget that the effect of the 
European demand for wbeat has been « steady 
and conUnvous rise m its price. It may bo 
doubted whether a steadily rising price is a lesser 
evil than a fluctuating puce, which, however yields 
a lower average. Again, it should bo recognised 
that the European demand for wheat indirectly 
affects the prices of the inferior food grains. 
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“ Thiough the wide-spread operations of this 
(export) trade "says Mr. Moreland "the piice 
of wheat all over India has gradually been 
brought into relation with tho rates prevailing 
in the European markets; and since wheat la 
interchangeable m consumption with most of the 
other grama— maize, barley, and the various 
millets and pulses-“pioduced and consumed in 
India, the export price of wheat is a governing 
factor in the prices of food grains throughout the 
country, so long aa there is a surplus at all,” 

(j) It 18 certain that if a prohibitive export 
duty wore imposed on food grams, prices would 
fall, and it IS piobable that some inferior lands 
would go out of cultivation But the total pro- 
hibition of wheat export IS not suggested here. 
Whether tho shrinkage of supply caused by an 
export duty which discouraged exports without 
stopping them altogether would be gieat or small 
would depend upon the nature of maigmal pro- 
duction. Suppose the yield of the inferior lands 
lb small as compared with that of lands of superior 
pioductivity, or in other words, that the amount 
of the marginal production is small. In such a 
case the decrease in the total pioduotion of food 
grams would be small, and prices may not rise. 
In order to prove that the imposition of the 
export duty would lead to a permanent decrease 
in the production of food giaiDS and a rise m 
puces, it IS necessary to show that a large 
amount of food grams is raised on or neat the 
margin of production , we cannot assume that. 
The export duty proposed may only somewhat 
dimmish (he gams of large farmers without much 
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reducing the total quantity of wheat produced. 
If it ]8 found that there is still a tondency to 
divert laud from wheat production to the cul- 
tivation of cotton, it might become necessary to 
tax cotton also Such a tax would be welcomed 
by oui growing cotton industiy, and in its 
ultimate effect, it would tend to lower the price 
of cotton cloth. 

(4) The fall m prices, it is said, would injure 
the cultivators “ who form about two-thirds os 
the population of India ” This argument if 
important India is an agricultural country ; 
if the fall in the prices of food grains would injure 
a laige majority of the population, those who 
argue against an export duty on food grams, it 
must be admitted, have some soit of a case But 
as a matter of fact, cultivators do not form 
two thirds of the population of India, and 
those who are benefited by the rise m the prices 
of food grams are not a majority but m all 
probability, a minority of the population Ac 
cording to the census of 1911, out of a population 
of 314,470,000, the number of those engaged m 
“ ordinary cultivation ” was 216,787,000, or 69 
per cent. The sub-classes under this head wore 
as follows — 

(1) Income from rent of agri- 
cultural land 7,7743,000 or 2 5 

per cent. 
167.015,000 or 53 2 
pei cent. 


^2) Ordinary cultivators 
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<S) Agents, managers of 
landed estates (not plan- 
ters), clerks, lent collec 
toiB, etc 781,000 oi 3 

per cent. 

14) Paim servants and field 

labourois 41,34b,000 or 15’1 

per cent. 

We thus learn that all those who aia desciibed 
as engaged in ‘ ordinary cultivation ’ are not 
' ordinary cultivators.’ The rise m pnoes does 
not benefit the rent receivers unless they can 
onhancQ their rents faster, and to a greater 
estent, than the rise in prices. Among the 
olasses which have been adversely affected by the 
use of prices Mi Datta includes “ the great 
Zemindars and other landlords of Bengal, Oudh 
and other parts of India who can enhance thoix 
tenants* rents only at considerable intervals, and 
who, therefore cannot adiust their rents to meet 
the change in prices ” Nor are agents, mana- 
gers of landed estates, dorks and rent collectors 
benefited by the rise of prices, unless their wages 
increase more rapidly than puces. As regards 
farm servants and held labourers, again, their 
teal wages must fall if tieir money wages lag 
behind prices. It is thus shown that the rise in 
the puces of food grama does not necessarily 
benefit classes U), (3) and (4). 

We thus reach the conclusion that t'^e rise 
in the prices of food grams can conceivably bene- 
fit, directly, 53 2 per cent, of the population. 
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But India being a land of small farmers, it is 
probable that the percentage of the cultiTators 
who actually gain by tho nse of prices to the 
total population, is not 53 2 but much less. It is 
not improbable that the farmers who have been 
enriched by the rise of prices are a small mino- 
rity of the population. 

(5) The following table shows the value of 
the total exports of Indian merchandise, of the 
exports of gram, pulse and flour, and of wheat, 
from 1909-10 to 1913-14- Pre-war years have 
been taken as exports and imports during the 
war were not normal. 


[Table. 
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Thp table shows that the exports of gram, 
pulse, and flour form a considerable proportion 
of the total exports of Indian merchandise to 
foreign countries If tne export of food grains 
cea=ed altogether, it IS probable that the balance 
'of trade would be affected But no one proposes 
that the export trade m food grains should be 
stopped altogether ^Tiat is suggested is that 
the amount of wheat annuallv exported should 
be regulated in the interests of the Indian con- 
sumer by means of an export duty As the price 
of wheat governs the prices of inferior food grains, 
a redaction m the quantitv of wheat exported 
would lower cot only the price of wheat but also 
the prices of other food gra o The exports of 
wheat as compared with the total exports of 
Indian xuercbandi'^e are email— on an average 6'9 
per cent — a decrease lo the exports of wheat 
would not turn the balance of trade agamst 
India 

It IS sometimes sugge ted that the tru° solu- 
tion of the wheat probieu lies not m lowering 
the price of food but in lai'^iogtbs level of in 
comes But, as is well known, wages have a 
tendency to lag behind pr ces Industrial wages 
have risen during the la«t four or five years, but 
by a very slow and painful process And one 
may still doubt whether the process of adjust 
ment is complete "We s&ould al o remember 
that while trade unions have done a good deal 
to ameliorate the condition of the town labour- 
er, the movement is yet in its infancy, and that 
our agricultural labour is not organised at all, 
and has very little chance of becoming orga- 
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nised m the near future, since it is spread over 
the broad face of the land and la not conceutiat- 
ed m small areas like factory labour. In view 
of these incontestable facts, and of oui experi- 
ence in the past, it may be concluded that it is 
not possible for the level of incomes in India to 
use to a point rvhere the high price of food will 
become a mattei of indifference to the consumei. 

Some people think that the rise in the price 
of wheat 18 entuely duo to t e depreciation of 
the cuireucv, and they suggest deflation as a 
remedy for the e-vil. Out cutrency liko the our* 
rencies of mo^t European countries, is inflated, 
and if the r olume of the currency could be some- 
how reduced, general prices tvould fall. But it 
cannot be said with any degree of confidence that 
deflation would lower the price of wheat. It may 
be admitted that impoitant changes m the 
amount of the circulation cause general tDo\e- 
ments of prices, but the prices of particulai goods 
aie all the time sub)ect to special influences con- 
nected with their supply and demand This jg 
particularly tiue with regard to commodities 
which aie exported and imported. For example, 
the effect of deflation on the puce of w heat in India 
may be moie than counteracted by a rise in the 
price of wheat m countries outside India, causing a 
considerable pioportion of our wheat to be export- 
ed. The piice of wheat in India, in these circum- 
stances, would not fall ; it may oven rise, in spite 
of deflation, m sympathy with European prices. 
To lowei the puces of goods which largely enter 
into foreign tiade you mnst either bring about a 
fall in foreign prices, which is beyond your power. 
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or sever the link of connection between your price 
level and t 0 foreign price level by lestricting 
expoits. 

Is increased production a remedy against the 
high price of wheat ? The answer is m the 
afbrtcative provided tl at incieasd in production is 
not accompanied by an increase lu exports. If 
increased production is for the benefit of the foreign 
market, that is, as production iiicreasos, the export 
trade expands, the home consumor will gam little 
by it. This point is important During the last 
forty years the area under wheat as well as the 
yield of wheat m India has considerably increa^ei. 
As compared with iayi*92 there wasm i91b'17 an 
increase of J4 per cent, in the area under wheat in 
the whole of India and 5o per cent in the area under 
wheat m the Punjab. There is ample evidence of iu> 
crease in the pioduction of wheat, and yet, in spite 
of increased production, the price of wheat in years 
of good rainfall duung tbe last four or five jears 
has been Jiigher thao it ever was in tbe sever ebt 
famine whici the oldest man in the Punjeb can 
remember Some part of this riso m the puce 
of wheat is of coutse, duo to the geneial fall in 
the purchasing power of the rupee. Increase lU 
population hub absorbed soma pait of the increase 
rn production, but, as wo have seen, it cannot be 
denied that the most important cause of the rise 
in the price of wheat during the last 40 years has 
been the growth of the export tiada which has 
linked the price of wheat in India with the Euro- 
pean price, and which makes it use and fall as 
tbe European price rises and falls. Statistics 
show that growth of food supply in India has been 
commensurate with the growth of population. 
The rise in food prices therefore, must be due to 
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the growth of the esternal demand It may fur- 
ther be pointed out that the political and econo- 
mic condition of the wheat producing countiies of 
Europe js still disturbed, and that it is probable 
that the European price of wheat will continue to 
be high for eeveial years In those cucumstances, 
■unless we break the link which connects the In- 
dian puce of wheat with the European price, we 
must be ptcpaied for a further use of puces in 
India , in fact no limit can be h\ed for the rise in 
the immediate future. 

The advocates of unrestricted expoit of food 
stuffs insist that the fall of puces would injure the 
cultivator aa he would haNC to bell a larger pro* 
portion of bis crop in order to pay the land revenue, 
and they point out that th.. tax on agricultural in- 
comes (*. e. the land revenue) is already too heavy. 
It may be frankly admitted that the land revenue, 
if we regard it as a tax at all, is e very peculiar 
tax. It does not conform to the accepted canons 
of taxation m Western conotriee^ but it is based 
on immemorial custom in India Whatever be 
the View regarding the relation of the State to 
land under existing conditione, it cannot be doubted 
that in the past, under Indian rulers, the State 
claimed to be the universal landlord and enforced 
-its claim by demanding a shaie of the gross pi o- 
duce of the soil. The State’s share in the profits 
of cultivation is much less now than what it ever 
Was. The Laws of Manu permitted the king to 
take “ the eighth, sixth, or twelfth part of the 
crops ” evil. 130), while a Kshatriya king who, 
m times of distress, took even the fourth part of 
the crops was not blamed (X. liO). There is a 
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rtfeience in Kautilya’s Arthshastra to “tS'Xes 
that are paid m the form of one sixth of produce” 
{shathbkag').* The Mohammaden rulers of India 
sometimes took as much as one-half of the ^xoss 
produce of the land. Ala ud-deen Khilji, foi ex- 
ample, according to Penshta, "oidered a t^x, 
equal to half the gross annual produce of the 
lands, to be levied throughout the Kingdom, S'nd 
to be regularly transmitted to the exchequf'X ”1 
Akbar, the most enlightened Mohammaden fulet 
of India, *' fixed his claim atone thud of the gross 
produce, and in order to realise the revenue on 
this basis, his officials determined the average yi®ld 
of every crop grown inthecouotrv, and fixed iJ3.sh 
rates representing one third of this average yield 
valued on the results of ten years’ experience”' 
“Whether the State’s share in the profits of 
vation at the present time is equal to pne- 
twentieth^ of the average value of the crops or ipor® 
01 less, it cannot be denied that it is far less th^Q 
what It was in the past The land revenue ipus* 
not bo judged by Western standards. It is a pro- 
duct of Indian conditions, and it must be con* 
siderod in relation to Indian custom, tradition iio*! 
practice Thus regarded the Indian cultivator 
IS more lightly taxed than be ever was, and he 
cannot make a grievance of it. 

Finally it may be said that it is altogeth®!" 
wrong to tiunk that the income of our large agxi- 

* Trs by Shamajaslr/, p 112 
t Trs by Hn;?g«, Vol I p S48 
1 India at the Death <f Aibar by Moreland, p 99 
§ I/e Wealth and Welfare oj the Funjah by H Calrar* 

F 19S 
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cultural population cannot be lucieased “ othei- 
wise than by an increase in the price of produce.”^ 
The rise of pricey la the least important means of 
improving the condition of the agricultuial classes. 
We have to remember that, m the long lun, some 
part of the increased profits of cultivation due to 
rising prices must get absorbed by the increase in 
the cost of cultivation, and second!} , that a great 
part of the profits may not be enjoyed by the 
cultivator but may, as they actuail} do, find thoir 
way into the pockets of the middleman, the 
exporter and the tnahajan 

Every one knows that the development of 
ungation has added veiy materially to the wealth 
of the Punjab during the last twenty years. Ex- 
tension of irrigation and the piogiess of scientific, 
large-scale farming which would increase the 
yield of the land per acre, are the only true found- 
ations of agricultural prosperitj, whether puces 
rise or not The Indian fatmoi is poor because 
his holding is email, and because his methods 
of cultivation aie primitive. The consolidation of 
holdings, the adoption of improved methods of 
cultivation and the organisation of ruial ciedit 
by means of co-operative societies will increase 
agricultural incomes by incieasing production, 
even if prices fall. 

Even if we admit, foi the sake of argument, 
that agricultural incomes cannot be increased 
otherwise than by increase in prices, it does not 
follow that puces should be allowed to rise to any 
extent so that the profits of agncultuie may in- 
crease. Surely the minority has a right to Iivo» 
The urban unskilled laboucei has also wife and. 
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children. He is also a member of the community 
It IS certainly true tha* “ there can be no health 

111 the cities without corresponding health m the 

countij,” but an industrious, prosperous and con- 
tented citj population 18 also essential to the pro- 
giess of ruial life. Thero is no real conflict 
of interests between the town and the country 
and the economic interests of thettro aie so closely 
intertwined that 'nhat injures the one must m- 
jui 0 the other 
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Indian Labour, 


Tho wat was a perioci of great induBtnal 
unrest m India and this unrest still contmued. 
The causes of unrest have very often been mis- 
understood. It IS taken to be a sign of the 
spread of Bolshevik doctrines among the labour- 
ing masses of India. It is supposed to be the 
work of the agitator, of the lawyer politician. 
The agitator, however, is not responsible for 
industrial unrest. Its mam causes are economic. 
Even before the wai the Indian factory labouier 
was living from hand to mouth. The great rise 
of prices during the war, which was not accom- 
panied by a corresponding increase m money 
wages, made his economic position worse. The 
cost of living as measured by changes in the 
prices of the necessaries of existence rose 83 per 
cent, in January 1919 as compared with the 
average of July 1914. The average increase of 
wages m various industries between 1914 and 1919 
IS summarised below ; — 
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Cotton spinning and weaying 64% including 35% 
industry. ^ tomporaty war 

allowance. 

Cawnpoie woollen industry ... 19% 

Coal-mining industry, Bengal 16% 

Tea industry, Assam ... 19% 

Jute industry, Bengal ... 13% 

Railway Locomoti-ve Work- 
shops, Punjab ... 39% 

Engineering Workshops, 

United Provinces ... 28% 

Army Boot Factory, Cawnpore 19% 

Paper industry, Bengal ... No change. 

Brewing industry, Punjab ... 80% 

Bice industry, Baugoon No change. 

Th^ nf ap 2a 

view of the much greater rise in the cost of fiving, 
the outbreak of a soiies of strikes in 1920 affect’ 
mg almost all industries le not surprising. About 
the causes of industrial unrest in Bengal the 
Director of industries, Bengal says :• — 

'* An epidemic of strikes unprecedented in 
the history of the province broke out in Bengal 
in the year 1920. With extremely few Excep- 
tions, the strikes arose from demands for higher 
wages ; and the general origin of the deiOands 
V, as the rise m the cost of living which resulted 
from the Great War. The popular hope th^t the 
Armistice would be followed by a substantial fall 
in prices was grievously disappointed ; apart 
from economic reasons there weie others that 
unsettled men’s views of established things, and 
the general atmosphere was one that enooutaged 
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the not unnatural demand of industrial labour 
that some readjustment should be effected. The 
strike as a means of obtaining concessions was 
not unknown before 1920, but it had appeared 
only in isolated casos» and the demands bad more 
commonly been non-economic in character. 
What appears to haire occurred m 1920 is that 
isolated strikes for higher wages in the Hoogly 
iivonne, resulting m the concession of increases, 
were suddenly taken as a pattern of what might 
irell be repeated, and there followed a process of 
accumulative imitation which gamed m strength 
owing to the continued success achieved This 
process was lubricated by public discussion m 
newspapers and by the active intciest which was 
taken m some strikes by publicists not belonging 
to the working classes, who began to espiess 
on behalf of the men arguments regarding labour 
which had hitherto been heard tnoie often m 
Western countries than m India Up to date, 
the process of adjustment has been on the whole 
amicable , the bulk of stiikes have been conipa* 
ratively short-lived, and their conduct has been 
commendably peaceable. In the course of them 
several tentative movements in the direction of 
foiming economic labour associations have made 
their appearance; these are, howevei, mostly 
confined smaller groups of employment such 
as pres®*®™P^oy®®®' extend for 

instance, great jute industry ” 

(.g_nnot be denied that as tne result of 
strikes many industries have been able 

to obtain ^ considerable inciease m wages during 
the last tw° Industrial wages rose from 
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60 to 100 per cant, in 1921 . The use id wages 
in Bombay, particularly, abcat 100 per cent,, is 
very satisfactory. 

The work of ascertaining exactly changes m 
the cost of living of the labouring population has 
been undertaken by the General Labour Bureau 
of the Government of India and also by the 
labour departments of certain provinces. The 
following table shows the rise m the cost of 
living in India and in some foreign countries : — 


[Table 
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Co$t of living index numbers for Indin and some 
foreign countries * 
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It Will be seen that the cost of living fell 
appreciably after October 1920. Considering the 
substantial rise m wages m 1921, it would seem 
that the lot of our industrial wotkeis has 
materially impiovcd The process of adjustment, 
however, still continues and, as the repoits of 
strikes in many industries show, the Indian 
labourer has not yet settled down to uoik 

Information regarding industrial disputes in 
India in each quarter of the year 1921 is publish- 
ed in the Journal of Indian Industries and 
Lalour. An eNammation of relevant statistics 
yields the following results — 

Number and Result of Industrial Disputes 


Year 1921. 

•5_ 

■J 

o s 
A 

Successful 

Partially sue 
cessful. 

a 

o 

a 

a 

D 

Ist Quarter 

116 

1 

1 

42 

43 

2nd „ 

64 

11 1 

12 1 

27 

3rd ,, 

88 

1 15 

12 1 

45 

4th ,, 

1 132 

49 

16 

54 

Total 

400 

88 

82 I 

168, 


A strike is shown as successful when the 
demands of the workers are conceded in full ; 
as a failure, when they obtain no concessions. 
However, many strikes classified as “ partially 
successful ” should be regarded in fact as 
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" successful, ” far in inost cases, the workers 
when they strike foi pay demand more than ivhat 
they intend to secure. 

It Will ba seen that, except in the last 
quartei of the year, the number of “ unsuccessful ” 
strikes Was considerable. Of the 40 ‘'successful” 
strikes m the last quarter of 1921, no less than 
47 occurred in Bombay, mainly m connection 
with the bonus question. If we deduct the 
Bombay figures from the total number of success* 
ful strikes, it is found that 2 other trade disputes 
were successful as against 16 partially successful 
and 54 unsuccessful. 

Causes of trade disputes. 


Year 1931- ! 

1 ** ' 
irt 

[i« 

Pay. 

. * 

a 

a 

a • 
PQ 1 

Personnel. 1 

H 

«e 

£ 3 

2; o 

|K, 

Others. i 

Not known. 

1st quaiter 

' 116 

64 1 

17 

14 

8 1 

1 18 1 


2nd ,, 

1 64 

36 ' 

6 

12 

2 ' 

7 

1 

3rd 

88 

34 , 

3 1 

15 

4 1 

1 29 1 

1 3 

4th 

132 

. 40 1 

49 I 

22 

1 I 

, ^8 

2 

Total 

1 400 

il74 1 

L 1 

75 1 

63 

! 10 1 

! 72 

6 


The term “personnel" includes all strikes 
where the chief object was tbo reinststemect or 
dismissal of an employee. 

It Will be seen that the largest number of 
disputes ware caused by the demand foi higher 
pay or bonus. 
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lnd«$trtes affected. 


1 

i 

Year 1921. 

Number of 

Disputes. 

Cotton. 

Textile 

s i 
° I 

1 

? 

O 1 

"P 

1 ^ 

a 

o 

Z 

1st quarter | 

11b 

27 

g 1 

3G 

80 

2nd 

64 

' 21 

5 ' 

126 

1 38 

3rd 

88 

33' 

4 

37 

' 51 

4th 

182 

72 

10 

82 

. 50 

Total 

400 

163 

28 

181 

, 219 


Wttm6er$ tttvoiweti. 


Year 1921. 

Textile. 

"P 

o 

a ' 

Z 1 

Total, 

1 

i 

o 

o 

O 

j ^ 

1 o 

1 ^ ■ 

1st Quarter 
2nd „ 

3rd „ 

4th „ 

Total 

; 35434 
; 26997i 
53616 
44356 
1160403 

38300] 

48000 

15400 

33025 

134726 

1 73734 
74997 

1 6901G 

1 77381 
295128 

1115171 
474351 
28809! 
' 402G6 
228037 

il85‘251 

,122432 

97825 

117647 

523155 


The figuies show that about half the number 
of trade disputes occurred m the textile industries, 
cotton and jute, involving more than half the 
total number of strikers 
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The occmrence of as many as 400 strikes m 
one j ear shows that om industrial workers are 
capable of taking concerted action in Older to 
protect then interests. This augurs well for the 
formation of regular unions of workers m various 
industries At tho present time, however, while 
the Indian employers are well organised, organis- 
ed unions of workingmen are piacticall) non- 
existent A resolution was moved m the Indian 
Legislative Assembly by Mr. N M. Joshi, the lead- 
ing champion of labour in the representative 
chambei, on 1st ^ilaich 1921, recommending the 
introduction “ at an early date, in the Indian 
Legislatuie, of such legislation as may be neces- 
sarj foi the registration of trade unions" Sir 
Thomas Holland speaking on behalf of the 6o< 
veinment, pointed out that the number of trade 
unions rvhich could be registered was so small as 
to be negligible “ It is all very well," he said 
to urge the Governor General to take steps to 
introduce at an earlg date the legislation necessary 
for the registration of trade unions. What we 
want first of all to know is bow many real trade 
unious exist in India There are some associa- 
tions it 18 true, in this country, but possibly they 
could be counted on tho fingers of one band, that 
have a clearly stated constitution and a recognised 
membership, with audited accounts He sug- 
gested that for the words “ at an early date ” in 
the Resolution the words “as soon as practicable" 
should be substituted, and the Resolution was ac- 
cordingly amended and accepted by the Govern- 
ment 

In view of the ignorance and illiteracy of our 
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Tvoikeia it may be said that the formation of 
trade unions in India would be a slow piocees. 
In the interests of the woiLers themselves, how- 
■ever, it is highly desirable that tiade unions 
with properly appointed leaders, who should be 
able to repiesent the cause of the labourers and 
negotiate With the employeis, should be formed 
jn every industry as oaily as possible. 

The progress of the labour movement is be- 
ing carefully studied by Government Govern- 
ment have been compelled to take a direct in- 
teiest in labour questions foi two reasons In 
the first place, the widespread outbreak of strikes 
all over the countiy caused gieat inconvenience 
to trade The loss and mconvemence caused to 
the public at large, and traders and manufactureis 
in particular, by awell-oiganisod railway or postal 
strike can be easily imagined. Again, a strike 
in India, under certain conditions, is likely 
to acquire a political importance, though its 
causes may be economic In the second place, 
India as a member of the League of Nations was 
represented at the first International Labour Con- 
ference held at Washington in the autumn of 1919 
and early in 1920, and the Government of India, 
as a member of the International Conference, 
have to take appropriate action on the lesolutions 
of the Conference. 

With the object of collecting accurate statis- 
tical data relating to labour and industries, the 
Census authorities were asked to include m their 
enqiuries questions about industries and how 
they are carried on, and information about the 
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operatives, their sox, age, etc. A Cential Labour 
Bureau under a Director has been created, and 
the Bureau has already done much m the way of 
collection of statistics and the publication of use- 
ful monogiapha on labour and industrial problems. 
As regards the settlement of labour disputes, some 
Local Governments have taken action m consti- 
tuting Boards of Conciliation or Arbitration. 
Statistics regarding the cost of living and wages 
and reports on strikes are submitted by the Pro- 
Vinces to the Central Labour Bureau, and arrange- 
ments are also being made m the Piovinces for 
the systematic collection of infoimation relating 
to these questions through regular organisations. 

The Indian delegation at the Washington 
Conference consisted of two officials, one employers’ 
delegate, Mr. (now Sit) A. E. Murray. 0. B. B., 
Chairman of the Indian Jute Mills Aceociation, 
and one workers’ delegate, Mr N. M. Joshi, Secre- 
taiy Social Seivice League, Bombay. The Con- 
ference adopted draft conventions concerning 
hours of work, unemployment, the efuployment 
of women before and aftei childbirth and during 
the night, the minimum age for admission of child- 
len to industrial employment and the night work 
of young persons employed m industry* The re- 
commendations of the Confeience related to un. 
employment, the protection of women and child- 
ren against lead poisoning, reciprocity of treat- 
ment m the case of foreign workeis, prevention of 
anthrax, the establishment of Government Health 
Services and the appbeation of the Berne Con- 
vention of 1906 on the prohibition of the use of 
white phosphorus m the manufacture of matches. 
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The Washington Conference adopted the 
following Draft Con-vontion regarding the hours 
of work in industrial undeitakings — 

Abticlb 2 

“The working honia of persons m any public 
or private industrial undertaking or in any branch 
thereof, other than an undertaking in which the 
members of the same family are employed shall 
not ezceed eight in the day and forty oig it in tiie 
week, with the exceptions heroinaftei provided 
for ” 

It was recognised by the Conference that this 
Convention could not be applied to India and 
some other Eastern couutiies The question of 
the hours of labour m India was considered by a 
Committee of the Confeience This Committee 
recommended the adoption by India of the pnnoi 
pie of a 60 hour week and the limitation, at an- 
eaily date, of the hours of undei ground work m 
mines to 54 or even lowei 

The revision of the Indian Factories Act of 
1911 was undertaken with a view to giving effect 
to the decisions of the Washington Confeience 
■which had been accepted by the Indian Legislative 
Assembly 

The amended Act came into force on July 1, 
1922. 
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Industrial Disputes during the- 


Provices. 

Number ol dis* 
putes 

Numbers invol- 
ved. 

Days lost. 

Assam 

1 

2.0DC 

2.000 

Bengal ... 

39 


253,727 

Behar and Orissa 

3 

4,050 

80,300 

Bombay 

76 

38,550 

213,844 

Burma 



23,783 

Central Provinces 

2 

712 

14,464- 

Madras' 

3 

11,890 

203,040 

Punjab 



5,700 

United Provinces 

1 

1,169 

2,338 

Total 

132 

117,647 

799,196 

Industry 


Cotton Mill* .. ... 

72 

44,356 

418,640 

Jute Mills 


33 025 

87,375 

Engineena? Works 


6,579 

30.1C0 

Railways (including Rail- 
way Workshops) 

6 

8,725 

20,650 

Tramways 


2.5:c 

67.500 

Collieries . ... 



42 son 

Motor Works . 



1,128 

Rice Mills 



16,212 

Tea gardens . 


2,000 

2 000 

Printing Presses 



9,964 

Tobacco Factories 



16 500 

Ice Factories .. 


550 

41,800 

Miscellaneous .. 

11 

11 071 

44,827 

Total 

132 1 

117 647 

99 1 96 


fourth quarter of 1921 





"Note on the Periodicity of Famines 
in India 

It IS 'well known that crises occur periodically 
in Western oountiics The time normally occn* 
picd by a trade cycle is from seven years to about 
ton and a half years 

Famines represent crises in an agricultural 
country— >a famine is an agricultural crisis. Famines 
in India are of frequent occurrence, but do they 
recur at regular intervals ? 

In hia article on “ Commercial Crises and 
Sun spots ” printed in the “ Nature " of Novem- 
ber 14, 187s, and leprinted in “ Investigations in 
Currency and Finance ”, W. Stanley JevonS in- 
cidentally discussed the question of periodicity of 
famines m India. He believed that there was 
some connection betvreen famines in India and 
crises in England. He agreed with Mr. J. C. 
Ollerensbaw that ” the secret of good trade in 
Lancashire is the low price of rice and gram m 
India.” When food is cheap in India, the people 
have more money tospendorjimpoitsfromLanca- 
shixe ; when, as in a tune of famine the price of 
food rises, the people have very little to spend on 
new clothes, which “produces a marked change 
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in the demand for Iiancaahire goods Jevons 
tried to show that famines recurred periodically 
m India at an mtorval of ten or eleven years. 
He gives in hia article a most interesting list of 
the price of wheat at Delhi for seventy three years 
ending with 1853 (reproduced below), on which 
he based his conclusion that commercial crises 
occurred in England “ in almost perfect coinci- 
dence With scarcity at Delhi.” 


Price of Wheat at Delhi tn Dtipees per 
1,000 Seers of Wheat. 


1763 

60 M, C. 

1784 

40 

1764 

85 

1785 

25 

1766 

27 

1786 

23 

1766 

24 

1787 

22 

1767 

23 

1788 

23 

3768 

21 

1789 

24 

1709 

24 

1790 

2b 

3770 

28 

1791 

33 

1771 

33 

1792 

81 M. 

1772 

38 G. 

1793 

54 d 

1773 

100 M. C. 

1794 

32 

1774 

63 

1795 

14 

1776 

40 

1796 

14 

1776 

25 

1797 

16 

1777 

17 

1798 

8 

1778 

25 

1799 

17 

1779 

33 

1800 

23. 

1780 

45 

1801 

23 

1781 

55 

1802 

25 

1782 

91 

1803 

65 M 

1783 

167 M. C- 

1804 

48 0. 
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1805 

33 

1805 

.31 

1807 


1808 

36 

1809 

40 

1810 

25 C. 

1811 

28 

1812 

44 

1813 

43 

I8>4 

30 

1815 

23 C. 

181G 

28 

1817 

41 

1818 

39 

1819 

42 

1820 

4(1 


1821 

36 

1822 

35 

1823 

33 

1824 

39 

1125 

39 C. 

1825 

48 M. C. 

1827 

30 

1823 

22 

1829 

21 

1830 

21 

1831 

26 

1832 

22 

1833 

33 

1634 

4) M. 

1835 

25 

1836 

C. 


The lette} M tndtcatet the maxtma attained 


ly the price, and C. the yearof chsvs. 

The intervals between the years oi fatame 
ate as shown below — 


Es.mine year 
17b^ 
1773 
- 17S3 
1792 
, 1803 
^ 182 b 
1834 


Interval. 

10 

10 

9 

11 

23 

8 


All that the above table shows is that up to 
1803 famines lecmred at intervals of about ten 
years.^ There is no regularity after that yeai. 

Tfib question of the periodicity of famines is 
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also incidentally discussed in some of the early 
Punjab Settlement Reports. In the Settlement 
Eepoit of the Sialkot district (18o5), Mr- Pnnsop, 
the Settlement Commissioner, refers to the 
famines of 17b3, 1812, and 1833, and under the 
heading “ Coincidence of their recurrence,” 
remarks s — 

‘‘ Adding to these the late vibitation of 1861, 
we have within a peiiod of 83 years four famines 
which, strange to saj, have recuried at tegulir 
inteivals of fiom 21 to 20 years of each other, 
and each one of wbicii must have tended to 
impoverish tho country m a greatei or less 
degree, ” And he added that it was proper to give 
due weight to this recuiroace of faminos at regular 
intervals when dxiog a new assessment. 

In the Settlement Report of tho Bohtak dis- 
trict (1880) Messrs. W. E. Purser and H. C. Fan- 
shaw, the authors of the Report, give a list of 
famines which visited Rohtak duving a period of 
124 years, ending 1877 78. The names of famines 
are given and the popular eaymgs about them 
are quoted, from which it may be inferred that 
the famines actually occmied in the years in 
which they aie stated to have occurred. About 
the “ Satha ” famine of Sambat ISuO, (180^-03 
A. D.) it le said that grain sold at 10 seers per 
rupee, two consecutive harvests having failed. 
In the next famine called the " Unhattara. ” 
puces rose to 7-8 seeia per rupee About the 
“ Nawia ” famine of Samhat 1890 (1833-34 A. D.) 
people u'ed to say, * baniya warh gaya kotbi 
mam, balak rove rofci mam, ’ meaning that the 
gram-d.ealer hid in his house, and the child wept 
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over its moals. Tbe authors of the report do 
not believe in a ten or eleven year cycle of 
famines. They eay 

“The famines seem to have occurred 
irregularly, and to have nothing of a cycle nature 
about them ; eigtit lu the present century give 
one every ten years on an average ; as a fact, two 
have occuried m each of the second, fourth and 
seventh decades, and none m the third, fifth and 
sixth, though the famine of 1830 61 was only 
]ust outside the last 

I have given below m Table II the prices of 
wheat at FarruLhabad in the United Fiovmces 
114 years), Sialkot (94 years), Ludbiaua (57 
years), and Bohtak (57 years), and in Table I 
a list of famines and the interval at which they 
visited the place mentioned. The information 
about famines before 18(>1, where it is not based 
upon figures of prices, is derived fioin the Settle* 
ment Keports An unprejudiced examination of 
the facts would show that we have very little 
ground for thinking that famines recur at tegular 
intervals. As regards Farrukhabad, the first 
three famines occured at intervals of about ten 
years, but theio is an interval of 23 years 
between the famine of 1838 and the next famine 
of 1861. Then there are two famines m the 
seventh decade, two in the eighth, one m the 
ninth, and two in the last decade of the 19th, 
century. Famines m Sialkot, Ludhiana, and 
Eohtak were, if possible, even more iviegular in 
their occurrence. On the basis of tne evidence 
before us, it cannot bo concluded that famines 
occur m a cycle of a fixed number of years. 
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Table I 



Droagbt but appuienU; so fom 


Pamino years 
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ERRATA. 


Page 257, 15 lines from bottom, for 1915, 
read, 1920. 

Page 273, 11 lines from top, for escuds, 
read, escudos. 

Page 273, 11 linos from top, for Lisbon, read 
Lisbon. 

Page 278, 5 lines from top for 1919'20 in 
the 4th column, read, 19'20'21, 

Pago S81, 14 lines from top for eliminate, 
read, eliminated. 

Page 808, 10 lines from top for latter, read, 
later. 

Page 476, 12 lines from bottom insert, ‘ a»d‘ 
before scientists. 

Page 476, 0 Imes from bottom insert ‘ The 
prices of ’ before * sacks 

Page 484, last line, /or Indian read British. 
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